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WILL DRAFTING UNDER NEW TAX LAW 


MYRON L. GORDON 
Hess, Chernov & Gordon, Milwaukee, Wisconsin 


Mr. Gordon holds B.A. and M.A. degrees from the University of Wis- 
consin and is a graduate of the Law School of Harvard University. Special- 
izing in tax law and estate planning, he is a member of the Milwaukee, 
Wisconsin and American Bar Associations.—Editor’s Note. 


RAWING a will with an eye to the 

new tax law is like making love to an 
elephant: it is hazardous; it is usually years 
before the results are seen; and the results, 
when achieved, may be tremendous. 

The new law does not obliterate any 
rights which an estate owner had under 
our previous tax laws. Property rights, 
estate tax rates and exemptions remain the 
same. The new law does, however, create 
an opportunity for substantial tax savings 
in the event the will is molded to qualify 
for its benefits. 


It is perhaps redundant, but neverthe- 
less vital, to point out that it is often in- 
advisable to revise a will solely for the 
purpose of tax minimization. Will revision 
is a serious matter; consideration must be 
given to such matters as testamentary 
capacity and freedom from influence at the 
time of the revision. A man whose primary 
concern is to protect his wife from being 
preyed upon by selfish schemers or mis- 
directed by ill-advised friends should reflect 
carefully before altering his testamentary 
dispositions in order to gain tax savings. If 
his primary concern is for the protection 
of his children and grandchildren, he might 
do well to retain the form of testamentary 
trust which was commonly used prior to 
our new tax law. 

Where the non-tax considerations do not 
dictate the retention of the standard testa- 
mentary trust, the married estate owner 
must first compute the extent of tax sav- 
ings which can be gained through discern- 
ing use of the marital deduction in his 
will. This must be correlated with the 
amount of property which will pass to the 
surviving spouse dehors the will, for ex- 
ample, life insurance and jointly held 
property. Consideration must also be given 
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to the size of the surviving wife’s personal 
assets. 


CREATION OF THE TRUST 


ET us assume for this discussion that 
i analysis of the testator’s holdings 
has prompted the decision to use the maxi- 
mum marital deduction in the will. Under 
the new law, up to fifty per cent of the 
testator’s adjusted gross estate may qualify 
for the marital deduction. It is often ad- 
visable to leave the portion of the property 
which is to qualify for the marital deduc- 
tion by way of one trust and the residue 
under another. 

The testator may designate a specific 
number of dollars or a percentage of his 
estate in cash or kind (or both) to be 
placed in the marital trust. To make maxi- 
mum use of the marital deduction, there 
are several methods of describing the assets 
to be placed in the marital trust: 


(a) One-half of the adjusted gross 
estate, as defined by the federal estate tax 
laws. 


(b) One-half of the assets remaining in 
the estate after payment of funeral ex- 
penses, administration expenses, claims, in- 
debtedness and dependents’ support. 


(c) An amount equal to the maximum 
marital deduction allowable under the fed- 
eral estate tax laws. 


The following is a proposed clause for 
creating the marital trust using the third 
method mentioned above: 


Mary RIcE TRUST 


(a) In the event my wife, Mary Rice, sur- 
vives me, I give, devise and bequeath to my 
trustee, hereinafter named, an amount equal 
to the maximum marital deduction allow- 
able under the federal estate tax laws with 
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respect to my estate; provided, however, 
‘that the amount so left in trust pursuant to 
this paragraph shall be reduced by the value 
of property qualifying for said marital de- 
duction which passes or has passed to my 
said wife either under other provisions of 
this will or outside of this will. No assets 
shall be made a part of this trust which do 
not qualify for said marital deduction. This 
trust shall be administered by the trustee 
as a separate trust and shall be known as 
the Mary Rice Trust. 


(b) The amount of assets comprising this 
Mary Rice Trust shall be determined before 
there is a reduction of my estate by reason 
of inheritance, estate or transfer taxes due 
by-reason of my death. 


(c) In the event my said wife shall pre- 
decease me or shall elect not to take under 
this will, this paragraph shall be inoper- 
ative. 


PAYMENT OF INCOME 


N order to qualify for the marital deduc- 
tion, the surviving spouse must be “en- 
titled for life to all the income from the 
corpus of the trust, payable annually or at 
more frequent intervals.” Accordingly, it 
is recommended that the marital trust con- 


tain a provision along the following lines: 


The trustee shall pay to my wife, Mary 
Rice, during her lifetime, all of the income 
of the Mary Rice Trust, in quarterly or 
other convenient installments; provided, 
however, that in no event shall such pay- 
ments be made less frequently than an- 
nually. 


USE OF PRINCIPAL 


ROPERTY remaining in the marital 
yor will be subject to estate taxes 
upon the widow’s death. This is not true 
of property in which she has only a life 


interest. For this reason it is advisable to 


provide that invasions of corpus for the 
benefit of the wife be made from the mari- 
tal trust. If the corpus of the residuary 
trust were to be invaded by the widow be- 
fore the corpus of the marital trust was de- 
pleted, there would be a tax waste in the 
form of higher estate taxes upon the wife’s 
death. It is suggested that the following 
clause be employed with reference to the 
marital trust: 
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If the income of my said wife is, in the 
sole discretion of the trustee, insufficient to 
provide for her reasonable support, main- 
tenance and welfare, so as to maintain her 
in as much comfort as she now enjoys, then 
the trustee may pay to her, out of the prin- 
cipal of the Mary Rice Trust, sufficient 
sum or sums, as the trustee shall deem 
proper or necessary. The trustee may take 
into account my said wife’s assets and in- 
come from sources other than the Mary Rice 
Trust. It is my desire that payments of 
principal for the benefit of my said wife 
be made, when practicable, from the Mary 
Rice Trust before being made from the 
principal of the residuary trust. 


Payments to the wife from the residu- 
ary trust may be desired in spite of the 
fact that she must receive the full income 
from the marital trust. The payments from 
the residuary trust to the widow may as- 
sume the form of payments of a supplemen- 
tal nature designed to provide at least a 
minimum monthly sum for the widow from 
all the combined assets left by the testator. 
The following clause is suggested: 


It is my intention and desire that my 
wife, Mary Rice, shall have a minimum 
combined income from this residuary trust 
and from the income and principal of the 
Mary Rice Trust and from any installment 
payments from the proceeds of policies of 
insurance upon my life, of at least $500 per 
month during her lifetime, or until she shall 
remarry. If for any month the amount my 
said wife shall receive as income and prin- 
cipal from the Mary Rice Trust together 
with the installment payments from the 
proceeds of policies of insurance upon my 
life, is less than $500, the trustee is di- 
rected to pay to her, primarily out of in- 
come, but to the extent necessary out of 
corpus, an amount which, when added to 
the income and principal which she shall 
receive from the Mary Rice Trust and the 
installment payments from the proceeds of 
insurance upon my life, shall provide my 
said wife with a minimum of $500 for such 
month. For the purposes of this sub-para- 
graph, the trustee may rely upon such 
sources of information as are available to 
the trustee or upon statements which the 
trustee may request of my said wife, as to 
the amount of monthly installment payments 
from the proceeds of policies of insurance 
upon my life. 
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THE POWER OF APPOINTMENT 


HE statute requires that the surviving 
§ gore have the power to “appoint the 
entire corpus free of the trust.” The power 
must be “exercisable by such spouse alone 
and in all events.” Accordingly, in order 
to accomplish a tax saving in connection 
with the marital trust, it is necessary that 
the wife have a broad power of appoint- 
ment. Such power may permit her to make 
an appointment during lifetime, or, as in 
the following example, at death only: 


Upon the death of my said wife, the en- 
tire remaining corpus of the Mary Rice 
Trust shall be paid over to such person or 
persons or to the estate of my said wife, 
free of any trusts created in this will, in 
the manner and proportions as my said wife 
may designate and appoint in her last will 
and testament. The power of appointment 
herein granted to my said wife shall be ex- 
ercisable by her alone and in all events. 


Although the statute does not expressly 
so provide, the report of the Senate Finance 
Committee establishes that a gift over to 
others in the event of default of the widow’s 
exercise of the power of appointment does 
not disqualify the bequest from the marital 
deduction. This position has been affirmed 
in a recent declaration by Deputy Commis- 
sioner Bliss. The testator would be well 
advised in many cases to provide for such 
contingency. In the normal case in which 
the testator would desire that his descend- 
ants be the recipients of the property upon 
his wife’s death, a clause along the follow- 
ing lines is suggested: 


Upon the death of my wife, Mary Rice, 
and in the event that she shall default in 
the exercise of the power of appointment 
hereinbefore granted to her, the entire re- 
maining corpus of the Mary Rice Trust shall 
be added to and become part of the resid- 
uary trust hereinafter created, and shall be 
administered pursuant to its terms. 


SPENDTHRIFT CLAUSE 


UNCTILIOUS care must be exercised 
P.. that the powers of the trustee or 
other provisions of the testamentary trust 
do not operate to disqualify the marital 
trust from the estate tax deduction. The 
spendthrift clause is one such possible trap. 
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Quite frequently testators provide that pay- 
ment of the share of the beneficiary may 
be withheld if diversion of her interests 
is threatened. This discretionary power in 
the trustee might be construed to prevent 
the widow from receiving “all the income” 
from the trust. Accordingly, the following 
spendthrift clause is recommended: 


The right of the beneficiary of the Mary 
Rice Trust to the corpus thereof shall not 
be subject to the claims of her creditors or 
others, or to legal process, and may not be 
voluntarily or involuntarily alienated or 
encumbered. Whenever the trustee shall 
have notice or shall reasonably apprehend 
that the interests of my wife have been or 
are to be so diverted, the trustee shall with- 
hold the distribution of corpus. Whenever 
and if the trustee shall be reasonably satis- 
fied that such diversion is no longer threat- 
ened, the trustee may resume that distribu- 
tion of corpus as primarily authorized. 
Nothing therein contained shall be con- 
strued to authorize the withholding of any 
portion of the income of the Mary Rice 
Trust from distribution to the beneficiary. 


DISABILITY CLAUSE 


SIMILAR type of clause which might 

be regarded as limiting the surviving 
spouse’s unfettered right to the income is 
that relating to payments to a beneficiary 
who is under a disability. If this type of 
clause is to be used at all, it should be 
drawn in the following pattern: 


In case any of the income or corpus of 
any trust herein created becomes payable 
to a person under legal disability, or to a 
person not adjudicated an incompetent but 
who by reason of illness or mental or phys- 
ical disability is, in the opinion of the trus- 
tee unable to administer such income or 
corpus, then such income or corpus may be 
held or paid out by the trustee for the 
benefit of such beneficiary in such of the 
following ways as the trustee shall deem 
best: (a) directly to such beneficiary; (b) 
to the legally appointed guardian of such 
beneficiary; (c) to some relative or friend 
of such beneficiary for the support, care or 
maintenance of such beneficiary; or (d) 
by the trustee using such income or corpus 
directly for the support of such beneficiary. 
This paragraph shall not, however, apply 
to payments of any portion of the income 
of the Mary Rice Trust hereinbefore cre- 
ated. 





VARIOUS DISCRETIONARY POWERS 


NOTHER clause which may be con- 
ona to prevent the distribution of 
all the income is that relating to the trus- 
tee’s power to determine what is income 
and what is principal. It is suggested that 
the usual clause relating to the power of 
the trustee to treat realized appreciations 
resulting from the sale or other disposition 
of property as either principal or as in- 
come, or partly as one or the other, be 
wholly eliminated or made specifically in- 
applicable to the marital trust. 


This also applies to the clause relating 
to the trustee’s determination as to what 
expenses are chargeable against income and 
what against principal: 


The trustee shall determine what ex- 
penses, costs, taxes and charges of all kinds 
shall be charged against income and what 
against principal, and the trustee’s decision 
with respect thereto shall be conclusive up- 
on all parties. This paragraph shall not, 
however, apply to the Mary Rice Trust here- 
inbefore created. 


The will should not permit the trustee 
to accumulate income of the marital trust 


or to use principal for the benefit of any 
person other than the surviving spouse. 
Similarly, the following power of the trus- 
tee should be either eliminated entirely or 
made expressly inapplicable to the marital 
trust: 


The trustee shall have the power to make 
divisions and distributions in money or 
in kind, or partly in money and partly in 
kind, including securities, real property, and 
undivided interests in real or personal prop- 
erty, making the necessary equalizations in 
cash, at values to be determined by the 
trustee, whose judgment as to values shall 
be binding and conclusive upon all parties 
at interest. This paragraph shall not, how- 
ever, apply to the Mary Rice Trust herein- 
before created. 


It would further seem advisable that a 
clause be inserted in the will expressly 
barring the commingling of the marital 
trust fund and the residuary trust fund. 
A clause along the following lines would 
accomplish this purpose: 


The trustee shall maintain separate books 
of deposit, investment and account for each 


of the separate trusts herein created and 
shall not commingle the funds of the separ- 
ate trusts in any investment or otherwise. 


THE TAX APPORTIONMENT CLAUSE 


HE marital deduction is computed on 

the deceased’s estate prior to payment 
of death taxes. The usual direction in the 
will that the executor shall pay all transfer 
taxes out of the general estate may not 
permit utilization of the full marital deduc- 
tion. It would be better to provide in the 
will that the portion of the estate compos- 
ing the marital trust be computed before 
taxes and that any transfer taxes due as 
a result of the taxpayer’s death be paid 
from the other property comprising the 
estate. The following clause would assist 
in reaching this result: 


All inheritance, estate and transfer taxes 
due by reason of my death shall be paid 
from the residue of my estate, and I hereby 
waive, on behalf of my estate, any right 
to recover from any person, including the 
trustee and beneficiary of the Mary Rice 
Trust herein created and any beneficiary 
of insurance upon my life, any part of the 
taxes so paid. 


THE COMMON DISASTER CLAUSE 


HE new tax law makes the common 

disaster clause an exception to the 
terminable interest rule. Property may 
qualify for the marital deduction even 
though the will requires that the surviving 
spouse live a given period (up to six 
months) after the testator’s death. The 
marital deduction will be lost, however, if 
the surviving spouse actually dies within 
the given period. 

For this reason, there is a tax advantage 
in omitting the common disaster clause en- 
tirely. From a tax standpoint, the require- 
ment of survival for a designated period 
is just another obstacle which may operate 
to bar the marital deduction. In states hav- 
ing the Uniform Simultaneous Death Act 
or similar legislation creating a presump- 
tion against survival of a beneficiary, the 
following clause will bar the application of 
the statute: 


In the event my death and that of my 
wife, Mary Rice, shall occur as the result 
of a common disaster and there is no suffi- 
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cient evidence that my said wife and I died 
otherwise than simultaneously, it shall be 
presumed, for purposes of disposition under 
this will, that my said wife survived me. 


CONCLUSION 


HE marital deduction gives will drafts- 

men a new tool with which to conserve 
estates. The benefits to be gained from the 
marital deduction are sufficiently important 
to warrant meticulous care in eliminating 
the disqualifying pitfalls. 

It is likely that some of the cautions 
set forth herein will prove to be gainless 
by reason of subsequent Treasury Regula- 
tions and judicial rulings. Until such hold- 
ings are forthcoming, the pitfalls are omi- 
nous and must be avoided. 


WINNERS OF THE WILL DRAFTING CONTEST 
sponsored by the American Trust Company of 
Charlotte, N. C., were announced last month. 
Zeno H. Rose, a student at Wake Forest Col- 
lege, won the first prize of $200. Second prize 
of $100 went to Henry E. Colton of the Uni- 
versity of North Carolina. There were also 
four prizes of $50 each awarded to students at 
these schools and Duke University. 


Trust Course 

TRUST DEPARTMENT PROCEDURE AND PRACTICE is 
again being given under the leadership of 
Emerson R. Lewis at the University of Wis- 
consin’s School of Banking. Mr. Lewis, retired 
vice president of the trust department of The 
First National Bank of Chicago, has secured 
the following faculty to conduct the two-weeks 
course for bank men at Madison, August 23 to 
September 4: 


C. D. Seftenberg: Should your bank have a 
trust department? 


George H. Arnold: Organization of a trust 
department 


Karl H. Velde: Administration of court ac- 
counts 


Sumner Slater: Planning and administration 
of trust accounts 


Earl G. Schwalm: Analysis and supervision 
of trust investments 

A. N. Murphey: Life insurance trusts 

Leo A. Steinhardt: Taxes 

Harve H. Page: Estate planning 

C. B. Leonhard: Selling trust service 


Chris Stolfa: Suggestions and criticisms of 
a trust examiner 


TRUST OFFICERS: 
Let Us Bid for Estate Jewels 


As Executor or Trustee, your institution may at times be re- 
quired to sell collections of diamonds and other precious stones. 


Will you, therefore, place us on your list of bidders? And do 
not hesitate to ask for our assistance on appraisals. 


We maintain a constant, world-wide search for the best in 
diamonds and other precious stones to be redesigned into our 
own gorgeous creations of French artistry. 


VAN CLEEF & ARPELS 


World famous designers of precious jewelry 


744 Fifth Avenue, New York 
LONDON 


PARIS 


PLaza 5-0740 
PALM BEACH 


~ 


BANK REFERENCES: National City Bank, Manufacturers Trust Co., Central Hanover Bank and Trust Co., New York. 
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Sindy 
Years of 
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Sp Chicago 


Monroe Street, east of LaSalle Sometimes the facilities 


of an out-of-town trust 
company are required for 
the proper management 
of your clients’ business. 


Your inquiries are always 
cordially welcomed. 


TRUST DEPARTMENT 


Harris Trust and Savings Bank 


Organized as N. W. Harris & Co. 1882. Incorporated 1907 


HARRIS TRUST BUILDING, CHICAGO 


Member Federal Deposit Insurance Corporation 
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CASE HISTORY in TRUST COST STUDY 


RAY B. WILHOIT 
Assistant Trust Officer, Trust Company of Georgia, Atlanta, Georgia 


UR first Trust Department cost analy- 
Ou. undertaken in 1939, was made by 
our own Auditing Department. The inform- 
ation derived proved highly beneficial, to 
the extent that we felt justified in making 
many revisions in our fee schedules based 
on the results of the analysis. 


Since 1939, our Trust Department has 
grown substantially*, and at the same time 
operating costs have increased in an even 
greater ratio due largely to factors beyond 
the control of management which were 
common to trust institutions throughout 
the nation. We therefore decided last year 
that a new cost analysis of our department 
could be of great benefit. In view of the good 
results obtained from our first cost study, 
it was felt that the new one should be even 
more detailed and thorough. 


Our first step was to engage a nationally 
known firm of independent public. account- 
ants to conduct the cost study. This was 
done to insure the fundamental accuracy 
of the results and to furnish evidence, if 
needed, in future discussions with custom- 
ers that the Trust Department costs were 
not overstated, either on a departmental 
basis or as to individual types of accounts. 
Another reason for engaging qualified pub- 
lic accountants to conduct the study was 
to bring the work to completion with dis- 
patch, thus keeping at a minimum the time 
required of our own personnel in connection 
with the cost study. 


PREPARATORY STEPS 


N employee of the Trust Department who 
was familiar with trust operations was 
assigned to work full time with the ac- 
countants. This procedure greatly facili- 
tated the progress of the study and added 
substantially to the accuracy of the results 
obtained. In addition, the Trust Depart- 
ment thus had available for the future an 
employee with intimate knowledge of the 
*The market value of assets supervised by our depart- 
ment is slightly over $200,000,000 in some 850 accounts of 


all types. Our personnel consists of 10 officers and 41 
employees. 
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fundamentals of the cost study, which 
would be extremely beneficial either in dis- 
cussions with potential customers or in the 
analysis of individual accounts from year 
to year. 


The initial step preparatory to getting 
the work under way was a conference be- 
tween representatives of the accounting 
firm and senior officers of our Trust Depart- 
ment, during the course of which we ar- 
rived at a common understanding of the 
type of information expected to be devel- — 
oped and the objectives for which the study 
was being undertaken. Specifically, it was 
agreed that figures were to be developed 
which could be applied to individual ac- 
counts, and thence be presented to our 
customers as a fair basis on which to 
adjust fees, where such action appeared 
warranted. 


Another very important objective from a 
new business standpoint was the determin- 
ation of costs of handling various types of 
trust accounts, so that we might review 
our current fee schedules and revise them 
where necessary. 


It was brought out at the initial confer- 
ence that it would be impractical, during 
the period of time allotted to the proposed 
work, to develop actual costs for each ac- 
count. Such statistics as were contemplated 
would have to be understood by all con- 
cerned to be average costs, although it was 
felt essential that some differentiation be 
made as between the cost of handling vari- 
ous types of accounts, even though each in- 
dividual account could not be subjected to 
separate study. 


CLASSIFICATION OF COSTS 


HE types of accounts for which aver- 
‘ie costs were to be determined were 
the following, which probably would be the 
most logical classification for the majority 
of Trust Departments considering such a 
study (our Corporate Trust Department 
was not to be included): | 





Estates 

Testamentary Trusts & Guardianships 
Voluntary Trusts 

Agencies 

Custodianships 

Pension Trusts 

Profit Sharing Trusts 

. Escrows 

. Common Trust Fund 

Modification of the above classification 
would be necessary to some extent to fit 
other Trust Departments. 

At this point, we were ready to proceed 
with the “mechanical” part of the job. The 
work resolved itself into five major phases: 

. Assembly of activity statistics; 

. Analysis of the functions of all per- 
sonnel; 

. Determination of expenses on a cur- 
rent basis; 

. Allocation of expenses -to personnel; 

. Allocation of expenses to work units. 


These five steps were not accomplished in 
chronological order. Actually each phase 
was carried on simultaneously to a great 
extent with the other parts of the work, 
but for convenience and in an effort to pre- 
sent this explanation in a manner which 
may be more easily followed, we are placing 
emphasis on what we believe would be 
essential parts of any Personal Trust De- 
partment Cost Analysis. 


PHARM RON 


ASSEMBLY OF ACTIVITY STATISTICS 


HE logical prerequisite to the assembly 
Wet these data was a review and study of 
the activities involved in the normal opera- 
tion of our department. These we classified 
under six broad heads and sub-classified 
into 31 activities as follows: 


Administration 
1. Initial and terminal costs 
2. Management 


Investment 
8. Analysis of accounts 
4. Analysis of issues 
5. Consultation 
6. Purchase and sale orders 
7. Review of real estate, notes, mortgages 


Operations 
8. Purchases of stocks 
9. Purchases of bonds 
10. Sales of stocks 
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11. Sales of bonds 

12. Cash, security, ledger bookkeeping 
13. Formal and informal accounting 

14. Deposits of securities against receipt 
15. Collection of dividends 

16. Collections of bond interest 

17. Miscellaneous receipts 

18. Proxies 

19. Remittances 

20. Withdrawals of securities against receipt 
21. Revaluation 

22. Commission computation 

23. Mortgage service 


Real Estate 


24. Unimproved parcels 
25. Improved parcels 


Tax 
26. Estate tax returns 
27. Fiduciary income tax returns 
28. Ad valorem tax returns 
29. Returns of intangibles 
30. Other tax service 


31. New Business Development 


These 31 activities were the functions 
on which average unit costs would be as- 
signed. We benefitted greatly in this stage 
of the study by the fact that the accounting 
firm making the analysis had already made 
a number of similar studies of other insti- 
tutions, and their experience in the field 
proved highly profitable. 


The actual process of assembling the 
necessary statistics with respect to each 
type of activity needs little explanation. 
Since we were trying to assemble all our 
data so as to reflect as nearly as possible 
the average, we chose to use a period of 
a full year as a base, in order to counteract 
the effect of seasonal peak periods. 
Wherever practical, our data were accum- 
ulated from actual physical counts—as in 
the case of purchases and sales. In other 
cases, test counts of representative months 
were used, and annualized—as in the case 
of dividends and bond interest. In short, 
we used whatever methods seemed most 
practical consistent with a reasonable de- 


. gree of accuracy. 


ANALYSIS OF FUNCTIONS OF PERSONNEL 


HEREVER possible, we made time 
studies of all employees, covering a 


period of one month, and used the results 
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as a basis for determining the proportion 
of annual cost of each employee to be ap- 
plied to each of the 31 cost factors. For 
example, if it were determined that an 
employee spent 15% of his total annual 
time in handling dividends, then that same 
proportion of his total annual cost would 
be assigned to that particular cost factor. 


The results of our time studies, which as 
stated covered a period of only one month, 
were obviously not suitable as an absolute 
basis of allocating the time of each individ- 
ual. In all cases, consultations were had 
with department heads and those most 
familiar with the normal functions of vari- 
ous employees, and by using the time 
studies as guides only, percentage alloca- 
tions of each individual’s time were de- 
termined which were believed to represent 
the average for an annual period. Every 
effort was made to discount the fact that, 
in many cases, employees might have been 
required to spend an abnormal amount of 
time on some functions during the month 
which might not fairly reflect the true 
average for a longer period. 





Obviously, the longer the period for 
which time studies are conducted, the 
more accurate will be the results obtained. 
However, we felt that a period of one 
month, coupled with the intimate knowledge 
of our supervisory personnel familiar with 
operating procedures, was sufficient to ob- 
tain the degree of accuracy consistent with 
other practical considerations. 


In the case of our Trust Officers, we 
found that time sheets were valuable as 
guides in allocating their time to activity 
functions. In the final analysis, we relied 
on an estimate which was made by each 
Trust Officer as to his own time, and, using 
the time sheets as guides, carefully re- 
viewed these estimates with the Vice Presi- 
dent in charge of the Trust Department. 
Thus we were able to obtain a basis for 
assigning the cost of our administrative 
officers which represented a qualified con- 
sensus. 


DETERMINATION OF EXPENSES 


T first glance, this part of our task 
would appear to be probably the simp- 


ay 
> WANT TO IMPROVE y 


° “your t LIQUIDITY ? ‘pean: 


J Sa EPIRA Oe ee Ce 


--- SELL YOUR BUSINESS TO US 


We Buy Outright 
for ALL CASH... 
Participate in... 
Expand or Reor- 
ganize Businesses 


e You may have good personal reasons now 
for attaining more liquidity, simplifying estate 
problems and relieving yourself of business cares 


and worries. Aetna, a well established and successful 
operating company, will pay cash for closely held manu- 
facturing or retail businesses . . . 


involving at least 


$200,000 and preferably $500,000 or more. We endeavor to retain your personnel. 


The Chairman of our Board has a long and varied: manufactur- 
ing and sales experience ‘and will understand your point of 
view. He will appreciate your progress, and will interpret your 
financial position and appraise your business properly and fairly. 


Address “Chairman of the Board” 


AETNA INDUSTRIAL CORPORATION 


565 FIFTH AVENUE e 


NEW YORK e 


PLAZA 3-7870 


CAPITAL AVAILABLE—OVER $5,000,000 


AUGUST 1948 





lest, since like any other concern our gen- 
eral bookkeeping system provides a ready 
means of determining expenses of all class- 
ifications by departments. However, as we 
delved into the many details involved in 
our operation, we found that a multitude 
of adjustments were necessary in our Trust 
Department expenses as reflected by the 
bank’s general books if we were to have 
a true picture of our annual cost. 

Most important of these ‘adjustments 
was annualizing personnel costs. Naturally 
the salary expense disclosed by the bank’s 
books for one year represented actual cost 
in money disbursed for the year. During 
that year, there were many changes in 
salary rates and changes in personnel, so 
our first step was to determine the present 
bases of salaries, and use for the purpose 
of our cost study the total current annual 
salaries of Trust Department personnel. 


The net result of this and many other 
similar adjustments was that the total 
amount used as a basis for allocating costs 
was some 11% higher than the depart- 
mental expenses as disclosed by the general 
books for the 12 months’ period just ended. 


ALLOCATION OF EXPENSES TO PERSONNEL 


HE greater part of expense—personnel 
ease oes by its very nature allo- 
cable directly to individuals. The many other 
types of expenses—stationery and supplies, 
use and occupancy, telephone and telegraph, 
dues and subscriptions, to cite a few ex- 
amples—had to be allocated on the basis 
of duties performed by the individual, and 
the supplies and equipment normally used 
by the individual in performing his duties. 

No set rule can be laid down for assign- 
ing these expenses against individuals. 
Each type of expense speaks for itself, and 
only the exercise of good judgment based 
on a careful analysis of the duties of all 
personnel can assure that this allocation of 
costs will be properly made. 


ALLOCATION OF EXPENSES TO WORK UNITS 


N most instances, this proved to be a 
Tishesivety simple operation. It consisted 
primarily in combining the statistics al- 
ready developed relative to costs assignable 
to personnel with our information as to 
duties performed by each individual. Since 
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this involved only a mathematical calcula- 
tion, no explanation is necessary. 


Certain few types of work units—in par- 
ticular those relating to administration 
and to the real estate department—did not 
readily lend themselves to any direct allo- 
cation of expense, for the primary reason 
that it was difficult to adjudge the propor- 
tion of each individual’s time as between 
various functions in these phases of trust 
work. Here we relied on the combined esti- 
mates of personnel most qualified to offer 
opinions. Several discussions were had with 
the various administrative officers, the head 
of the Real Estate Division, and the Vice- 
President in charge of the Trust Depart- 
ment, followed by a final conference at 
which each man’s estimate as to his own 
or his department’s time was reviewed and, 
wherever it seemed reasonable to do so, 
subjected to revision to the extent neces- 
sary. Actually very little change was found 
advisable in most cases, since each man’s 
carefully thought out estimate appeared 
generally well in line. 


AVERAGE Costs DETERMINED 


OMPLETION of the foregoing five 

major phases of our cost study left us 
in position to determine average unit costs, 
for each of the 31 different activity class- 
ifications. Further, our information was 
such that we were able to obtain average 
unit costs for certain of the 31 activity 
classifications by types of accounts. 


As was expected, we found that, in the 
case of most of the activity classifications 
(dividends, bond interest, remittances, etc.) 
there was no difference between costs in 
various types of accounts. However, in 
other cases (administration, investment 
service, tax service, etc.) we found a very 
decided difference. The reasons are self-evi- 
dent, but the important thing which should 
be borne in mind is that any cost study of 
a Trust Department made without provision 
for developing costs for each type of ac- 
count, while greatly simplifying the making 
of the study, would produce results of ex- 
tremely doubtful value. We feel from our 
experience that the extra time and expense 
involved in determining costs for each of 
nine different types of accounts is well 
worth while, and is in fact essential. 
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GENERAL OBSERVATIONS 


N summary, it should be pointed out 

our cost study was made with the knowl- 
edge that only a complete audit of the entire 
bank, together with actual physical tabula- 
tions of trust department activity for at 
least a full year, could produce information 
which would enable the determination of 
costs to a very fine degree of accuracy. 
Even then, some margin of error would 
exist, for many things (such as the pro- 
portion of time given to handling of 
estates, as compared to time given to 
handling of other types of accounts) are 
incapable of measurement and must be esti- 
mated. 

The only real solution is to obtain the 
best estimates possible, but only in the 
relatively few instances where it is im- 
practical to obtain factual information; to 
assemble statistics by the most accurate 
method possible, consistent with a reason- 
able amount of accuracy; and to make test 
checks of expense accounts in the case of 


major items only, eliminating non-recurring 
abnormally large items, compensating for 
changes in operating procedures, and ad- 
justing salary expense on a current basis. 


Finally, it must be noted that average 
unit costs thus developed are based, for 
the most part, on statistics which are past 
history. Any unusual departmental growth, 
or any drastic changes in operating proced- 
ures, or major changes in wage rates, all 
would tend to distort to some degree the 
true average unit costs of operation of any 
department. Generally, however, a_ well- 
planned and carefully made cost analysis 
should be expected to produce results which 
would hold good for several years, barring 
any unusual developments as just noted. 
Normal growth would ordinarily carry with 
it an increase in activity and in expense, 
so that it should be practical to adjust 
average unit costs by a percentage which 
would take into account most changes in 
expenses without destroying the accuracy 
of unit cost figures. The expense involved 
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in making a thorough cost analysis does 
not appear warranted, unless it is contem- 
plated that its usefulness will extend over 
several years at least. In the case of the 
large majority of Trust Departments, and 
certainly in the case of our own now that 
we are in position to benefit from our study, 
we feel this expense is well justified and 
will repay itself several times over in the 
next few years. 


Since our study has only recently been 
completed, we are now engaged in cost- 
analyzing each account to appraise the ade- 
quacy of our compensation. In the mean- 
time, however, our cost analysis has already 
served a very useful purpose, in that it 
has been applied to new trust business 
received, where it has been invaluable in 
determining a fair basis for accepting the 
business offered, and in many instances has 
already been instrumental in enabling us to 
secure higher rates to cover handling costs 
as shown by the application of our study. 
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New Administrative Check Sheet 
and Docket Forms for Estates 


SERIES of five docket forms and ad- 

ministrative check sheets for decedents’ 
estates has been prepared by the Committee 
on Operations for Trust Departments of the 
Trust Division of the American Bankers Asso- 
ciation. These forms were first prepared by a 
similar Committee of the Pennsylvania Bank- 
ers Association and tried out by many members 
of that Association. The A.B.A. Committee 
made several changes in order that the forms 
will be suitable for use in all parts of the 
country. The forms are not copyrighted and 
may be ordered directly from a commercial 
printing company that prepared plates for 
the Committee, or they may be changed to meet 
the conditions of the individual banks and 
printed locally. 


The purpose of the docket record is to pro- 
vide a central source of information concern- 
ing all accounts in the trust department. The 
docket record provides information concerning 
each account at a glance and a ready source 
of operating information such as standardized 
security registrations, commission rates, dis- 
position of stock dividends, and for various 
other facts required in the normal administra- 
tion of a fiduciary account. It also provides the 
investment officer with a synopsis of invest- 
ment provisions and serves as a guide in formu- 
lating investment and administrative policies. 
The docket forms are provided for: trust under 
will; executor or administrator; trust under 
agreement; guardianship; and custody, agency, 
and safekeeping accounts. 


The administrative check sheet for the ad- 
ministration of decedents’ estates show chron- 
ological listing of the more important steps to 
be taken in the settlement of an estate. 


Edwin W. Marvin, vice president, The Hart- 
ford-Connecticut Trust Company, is chairman 
of the A.B.A. Committee. 
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WHAT PEOPLE WANT TO KNOW 
ABOUT A COMPANY 


Stockholders Surveyed to Find Best Medium for 
Corporate Communication to Public 


OGNIZANT of the fact that large 
eect today are becoming in- 
creasingly conscious of their obligation to 
report their activities in full to the public, 
the Controllership Foundation, Inc. em- 
ployed Opinion Analyst Elmo Roper, to 
determine the effectiveness of the modern 
annual report as a channel] for delivering 
the information about a corporation that 
the public wants to know. In the study, 
4,259 respondents were interviewed as a 
representative sample. 

The broad question of what the public 
wants to know breaks down into such spe- 
cifics as “who constitutes the public that 
wants to know?”, “What do these people 
want to know?” and “How, in what form, 
can the information best be brought to 
them?” The respondents and their answers 
were divided into “run-of-the-mine” or 
small stockholders, large investors, financial 
analysts and bankers, employees, and labor 
union officials. These groups were queried 
on the broad question “What information 
do you want to get from a company?” with 
emphasis on the corporate annual report as 
the present principal source of such in- 
formation. There are few if any important 
reactions that all the groups surveyed ex- 
hibit in common. 


AVERAGE STOCKHOLDERS 


HE thing which stands out in an ex- 
p perl: of the tables on run-of-the- 
mine or average stockholders, is the rela- 
tively small amount of interest shown in 
corporate financial data generally. They ex- 
hibit interest in earnings, but want someone 
who is qualified to give them a brief ap- 
praisal of the company’s financial strength. 
Only a third picked out the stock them- 
selves in the first place; 22.7% either got 
the stock in an estate or bought it on the 
advice of an investment counselor, usually 
a banker, broker or lawyer. The balance 
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bought on the advice of friends, relatives, 
and others. Since the majority received 
advice in the first place, when confronted 
by what seems to them a complexity of fi- 
nancial data in an annual report, they 
return to their advisor for any further in- 
formation wanted. 


Regarding general information about 
their “favorite” company, stockholders 
know whether they are getting at least 
some dividend or not, and they have some 
ideas as to whether or not the stock is 
being held at a profit, but on the earnings 
record and whether or not the company 
has senior securities and obligations, the 
uncertainty is considerable. 


The fact that, when stockholders were 
asked if there was any more information 
wanted that they were not getting now, 
only 11% said yes indicates that their 
thirst for information is not a burning 


PERCENTAGE OF STOCKHOLDERS WHO PICK 
DIFFERENT ITEMS OF INFORMATION FROM A 
LIST AS ONE OF THREE THEY ARE MOST 
INTERESTED IN KNOWING 


letter 


to complete 


Information Items 


Stockholders who 
definitely prefer 
annual report 
Stockholders who 
say they would 
read the complete 
annual report 


se one page 
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How strong a position the company is 
in financially 

Prospects for business in near future 

Dividends company is paying compared 
to previous years 

How much money company is now 
making compared to previous years 

New products or services company is 
developing 

Financial worth compared to previous 
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Volume of sales compared to previous 
WOE nine 

Relations with the government — 

Relations with employees 

Relations with labor unions ~~~... 

Benefits company provides for em- 
IIE ic ccacccisnicretetngibiensenccieunailaniats 

Compensation to top executives 

















yne. When asked what he did want to know, 
the shareholder’s primary interest turns 
out to be in profits, dividends, and items 
which he feels may have a bearing on 
dividend possibilities. 
mentioned generalities such as financial 
condition, market position, etc., and only 
11% mentioned specific income statement 
and balance sheet items that are the real 
indicators of a company’s current position. 


ANNUAL REPORTS 


HE annual report is clearly the major 
, jpieti of information for stockholders. 
Nearly 60% named it as the place where 
they got most of their information about 
their favorite companies. There was a 
small but relatively important vote for 
such other sources as letters, investment 
counselors, brokers, proxies, financial man- 
uals and financial magazines. Although the 
annual report bulked largest in importance 
to the stockholders, 40% placed it second 
to some other medium and a surprising 
number placed primary reliance on news- 
papers. 


34% of the sample claimed to read the 
report “carefully”, 32% “glance through 
for points of interest only,” and 11.6% 
don’t bother with it at all. Asked to criti- 
cize the report of their favorite company, 
58.2% of those whose looked at it had no 
criticism and 12% felt that it was “too 
difficult to understand.” When asked what 
they would do if they also received “a 
short one page letter from the president 
that just hit the high spots,” 51.3% said 
they would read both, 31% would read the 
letter only and 6.5% would read neither. 
The majority of respondents favored com- 
pany contributions to charity and expendi- 
tures for advertising the American way 
of life. 


Large investors were broken down into 
male and female groups, and depth inter- 
views revealed considerable differences in 
their reactions. A majority of the women 
in this category, all well-to-do and relying 
heavily on investment income, confessed 
themselves bored and baffled by corporate 
financial reports and have an advisor 
(banker, lawyer, or broker) who appar- 
ently manages their portfolio for them. 
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Most respondents’ 








INFORMATION FOR SOPHISTICATED 


HE men were infinitely more sophisti- 

cated investors. Most of them under- 
stand the accountants language and are 
avid consumers of financial information 
about the companies they invest in. While 
not all of this group want a greater over- 
all volume of detail in annual reports than 
they are now getting, many would like 
more information on some subject they 
personally regard as particularly revealing. 


Large investors are split as to whether 
or not the new trend to glossy and expen- 
sive reports is worth the money. Several 
respondents made the suggestion that two 
reports, one for the small stockholder and 
a more detailed one for large investors, be 
made up. Because large investors depend 
largely on the SEC reports and financial 
services for their information, and the 
small investor doesn’t understand it, the 
present annual report falls between two 
stools—it is neither good reading matter 
nor good source material. 


Bank annual reports were mentioned by 
a number in this group. Their reaction to 
bank statements is summarized by one in- 
vestor who says: “Banks and insurance 
companies, which perhaps should try to 
lean over backwards in being informative 
and honest in their reports, have been 
more laggard in this respect than any 
other type of company, in my opinion.” 
But this investor admits some hopeful 
signs of progress in the right direction. 
“, . . some of the less reactionary and 
oldfashioned financial institutions have re- 
cently loosened up a bit by publishing a 
few income figures and also listing the 
maturities of their investment portfolios 
and loans.” 


FINANCIAL ANALYSTS AND BANKERS 


66 HE bankers and financial analysts 

are the really sophisticated consum- 
ers of corporation financial data. They can 
be described as wanting what the large 
investors want “only more so.” No annual 
report issued for stockholders in general 
is likely to satisfy the needs of the invest- 
ment counsellors, the brokers, the men who 
handle institutional investments, and the 
bankers. Nearly all the people interviewed 
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who fell in this class had a variety of 
other sources of information and many 
were in a position to go directly to company 
officials and get special questions answered 
whenever the desired information was not 
available some place else. 


“While many of the respondents in this 
group recognized that the annual report 
could not be designed to meet their wants, 
specific suggestions concerning things that 
should be in the report were not lacking. 
The financial analyst-banker respondents 
were, in fact, both more specific and more 
in unison about the items of information 
they wanted than were the large investors. 
Here, in order of frequency of mention, is 
a list of the principal things they asked 
for: 

Comparative income statement and 
balance sheet figures for two to ten 
years back. 

More information on total labor costs, 
wage rates, wage raises granted, nego- 
tiations with the unions. 

Better and more informative figures 


on reserves, depreciation reserves and 
inventories, and explanation of methods 
used in calculating these items. 

Total income broken down by source 
from which derived and use to which put. 

Quarterly or monthly figures supple- 
menting annual reports. 

More information which will facilitate 
an approval of management. 

Reporting methods standardized with- 
in an industry. 

Additional breakdowns of operating 
expense and of changes in total income 
prior to net earnings. 

Expansion planned and completed and 
costs thereof. 

Information on training programs 
and personnel practices. 

Reconciliation of figures reported in 
the annual report with those used in 
income tax returns. . 

New products in preparation and 
their relation to earning prospects. 


Territory and customers served. 
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“On most of these items the financial 
analyst-banker group shares an interest 
with the large investor but the profession- 
als (the analysts, bankers, advisors) are 
more anxious to receive quarterly state- 
ments, and information on wage costs and 
labor relations than are the investors. The 
professionals are also more eager to see 
a reconciliation of annual report figures 
and income tax return figures, and are 
more active in urging a standardization 
of accounting methods within an industry.” 


EMPLOYEE REACTION AND INTERESTS 


HREE major facts stood out in the 

findings of the employee study: (1) 
employees have very little financial in- 
formation about the companies they work 
for; (2) there is a great lack of interest 
in acquiring additional information about 
this and other phases of their company’s 
operations; and (3) what interest exists is 
concentrated largely on finding out how 
secure their jobs will be in the future. 
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PERCENTAGE OF EMPLOYEES BELOW EXECUTIVE 
GRADE WHO ARE “VERY INTERESTED” OR “NOT 
INTERESTED” IN ADDITIONAL INFORMATION 


iy” or 


“Very 
interested’’ in 
having more 
information 
about it 
**Know all they 
want alread: 
“don’t know 
whether they 
want more 
information 

or not’’ 


Information about 
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Plans for expansion 

New products and services the com- 
pany is developing 

Prospects for company’s business 
next year 

Information on company benefits to 
employees 

Who company’s big stockholders are 

Who top executives are and what 
their previous jobs were 

Comparison of profit with previous 


Salaries paid top executives 

Comparison of this year’s sales vol- 
ume with previous years 

Principal users of company’s prod- 
ucts and services 


The significant answers to the questions 
that tested the employees knowledge about 
their company were the “Don’t know’s.” 
Twenty-three per cent of the white collar 
workers and 40% of the factory workers 
were uncertain whether volume of busi- 
ness had increased in 1947, and 37% of 
the white collar and 52% of the other 
workers did not know whether 1947 was 
a year of increasing profits. On the ques- 
tion about dividends, the ignorance was 
even greater; 55% of white collar and 72% 
of other employees gave “Don’t know” 
answers. As might be expected, among 
employees who are also stockholders, the 
ignorance about profits and _ dividends 
shrinks to small proportions. 

Employees were asked whether they 
would like more information, or already 
had enough, on ten different aspects of 
company activities. The results in the table 
below, expressed in the three top items, 
bear out the conclusion that the average 
employee is most interested in the future, 
and seem to point out a widespread feel- 
ing of insecurity regarding jobs and em- 
ployment outlook. 


DIRECT CONTACT 


reach the 
from top 
bulletins 


UCH information as does 
Natl generally comes 
management through speeches, 
and letters, or from supervisory personnel. 
71% of the factory workers and 41% of 
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the white collar workers claim that they 
never see an annual report and another 10% 
and 17% respectively say they see but 
seldom read one. A possible, but usually 
unexploited, channel for reaching employ- 
ees is the house organ. 39% said that if 
the report were boiled down into simple 
language for their paper or magazine, 
they would read it carefully. 

Interviews with labor officials were con- 
ducted on two levels. The national union 
leaders in general exhibit the same reac- 
tions as the large investors and bankers. 
They are sophisticated consumers of finan- 
cial information, particularly for facts that 
are useful at the bargaining table. By and 
large, they feel that the annual reports 
are truthful in the facts presented, but 
they are inclined to view with suspicion 
accountants’ handling of reserves for con- 
tingincies and depreciation, many of them 
regarding this as a company smoke screen 
to conceal earnings. Local officials fall in 
about the same category as run-of-the-mine 
stockholders regarding information, but 
have one principal complaint: the failure 
of contact between management and them- 
selves on the local level. Their annual re- 
port is of little use to the minority of local 
officials who read it. They want the figures 
broken down to the level of their individual 
plant which is generally impractical. 


OVERALL CONCLUSIONS 


LL shareholders can be lumped into two. 
fates the sophisticated or ex- 
pert consumer of financial data, and the 
people who want to know in a general way 
how their investments are panning out. 
The present annual report attempts ito 
meet the needs of both groups and, in do- 
ing so, may fail to meet the needs of either. 

The answer seems to lie in preparing two 
reports, one a single page letter signed by 
the president and answering briefly and 
clearly two questions: “What did the com- 
pany earn last year?” and “How strong is 
its present financial condition?;” the other 
would be a full scale annual financial re- 
port designed to meet the needs of people 
who really want to dig into it, source ma- 
terial of statistical facts. 


A symposium of the depth interviews with trust invest- 
ment officers covering their needs in the way of corporate 
financial data will appear in a later issue.—Ed. 
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HE public, and particularly union 

members, are getting another round 
of record-profits news. Coinciding with 
further advances in the cost of living, the 
association of ideas leads to the popular 
conclusion that they are cause and effect. 
It does little credit to business statesman- 
ship to follow wage increases with price 
advances, and besides fueling the inflation 
spiral, such price boosts lead to the belief 
that corporate management is primarily 
concerned with “getting while the getting 
is good.” 

Certainly the consumer is not benefitting, 
and the consumer is the only king in a 
democracy. That fact must be taken into 
account in the coming elections. People 
do not like to think they are being made 
the goats, and political palaver unfortun- 
ately has a wider effect than do disserta- 
tions on economics. 

It is not even good economics for busi- 
ness to compound the short-sightedness of 
labor in following their wage boosts with 
price-boost ukases, under present high- 
profit conditions in most industries. Infla- 
tion may make it apparently easier to pay 
off debt, but that is only sabotaging the 
very people whose savings have made 
private industry possible. And storing up 
against a rainy business day by inflation- 
ary methods only hastens and augments the 
rain. Someone has got to take the initiative 
in applying the brakes. Unions will not, or 
feel they cannot; so if businessmen keep 
passing the buck depreciation, the alterna- 
tive may well be the imposition of ‘“con- 
trols” which the Administration is demand- 
ing. 

The argument that price increases are 
necessary to protect stockholders to assure 
corporate solvency, or to rehabilitate or 
modernize, does not hold water with the 
facts, in most record-profit companies. In 
the same newspapers reporting these rec- 
ords are headlines such as “Stocks’ Aver- 
age Unchanged in Sluggish Trade.” 


This is an improvement over the many 
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HIGH PROFITS — WHO BENEFITS ? 


Editorial 





days when declines are reported, even in 
the face of ordinarily bullish business news. 
And compared with pre-war, which was 
not noticeably prosperous for stockholders, 
prices of industrial equities have increased 
only about 25%. Compared to other groups, 
such as the 200% increase in farm prices 
and increases in wages, stockholders are 
not benefitting marketwise from record 
profits. 

As to corporate solvency, while that is 
a variable with each company and industry, 
the high break-even points and consumer 
resistance or “consumer-deflation” which 
rising prices generate are generally more 
controlling factors. Potential inventory 
losses are only compounded by rising prices; 
the coming readjustment period is more to 
be considered than a bookkeeping valuation. 

Enduring solvency is more assured by the 
good-will engendered by such attitudes and 
actions as that of the International Silver 
Company, in their recent announcement 
that they had not raised prices over a 
long period and had no intention of doing 
so, being blessed with enough profits from 
high volume and good productivity. 

As to raising funds for rehabilitation, 
“modernization or expansion, besides the 
question of its advisability at current 
prices and break-even, there is the further 
question of who benefits from heavy plough- 
back of earnings. This serves to discourage 
market evaluation at a price which makes 
new financing practical. 

High profits alone, as we have seen, are 
not being reflected in welfare for the stock- 
holder, certainly do consumers no good, and 
build antagonisms to business leadership. 


IN THE LATEST SURVEY of business practices 
conducted by the National Industrial Confer- 
ence Board, over two thirds of the respondent 
companies reported that physical output per 
man was up over a year ago. Three-fifths 
placed current productivity over the 1939-41 
average, one-fourth showed a slight decline, 
and the remainder reported no change. 
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PROGRAM for STOCKHOLDER RELATIONS 


E. C. POTTER 
Partner, Georgeson & Co., New York 


CONCISE definition of a stockholder 
Fearne program is, “A long-range, 
continuing effort to encourage the interest 
of stockholders in the company of which 
they are the owners and to increase their 
understanding of its problems.” Such a 
program is designed to: 


. Enhance the prestige of the company 
among its stockholders. 

. Keep the financial community in- 
formed of the company’s progress. 

. Arouse greater interest in the mar- 
ket for the company’s securities. 

. Create in the stockholder an appreci- 
ation for the soundness of his invest- 
ment. 

. Cause the stockholder to retain his 
investment in the company, rather 
than in stock of other companies, if 
necessity forces him to sell. 

. Strengthen the stockholder’s loyalty 
at times when earnings or dividends 
decline. 

. Eliminate latent dissatisfaction 
which might handicap the company 
in secking new capital. 

. Increase confidence of stockholders 
in management’s policies and pave 
the way for better understanding of 
management’s problems. 

. Result in greater support for man- 
agement’s proposals. 

10. Deter possible opposition which might 
seek to upset management. 


Today, with widespread distribution of 
ownership, attendance at annual meetings 
is largely by proxy rather than in person. 
While some companies go to great lengths 
to encourage attendance at annual meetings, 
the number of stockholders present even in 
such cases is a very small percentage of 
the whole, and usually includes those who 
have some axe to grind or whv set them- 
selves up as crusaders for one or several 
reforms in corporate practice. It must not 


Based on address before Finance Conference, American 
Management Assn. 
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be supposed that the ideals of these crusad- 
ers are always visionary. Often they arise 
out of the unwillingness of a backward- 
looking management to accept progressive 
ideas which other companies have used to 
advantage. 


RIGHT AND WRONG 


The foundation of communication with 
stockholders is the annual report. The 
thought has at times been advanced that 
the annual report should be an effective 
means of propaganda not only for the 
stockholder but for the employees, the con- 
sumer, and the general public as_ well. 
Theoretically this may be true, but in 
practice the interests of these various 
groups are so divergent that in attempting 
to satisfy them by means of a single docu- 
ment, the effect is merely one of compro- 
mise. United States Steel, Eastman Kodak, 
and others have learned by exeperience 
that only about three per cent of their 
employees ask for copies of the annual re- 
port though it is available to all. They pre- 
sent the salient information in informal 
style in employee publications contain in- 
formation of value to him and only to him. 
If this same information can usefully be 
given to employees or others, and if the 
report to stockholders is not suitable for 
that purpose, it is better to prepare some 
special form of report rather than to at- 
tempt to adapt the stockholder’s report to 
uses for charts, pictures and other forms 
of dressing up the annual report are needed 
for the more complete information of the 
stockholder, they should be included. 


If they are extraneous to the single pur- 
pose of the report, they can be harmful. 
Many a stockholder receiving an elaborate- 
ly designed annual report which attempts 
to distract his attention from unpalatable 
facts is likely to say, “Why spend so much 
money trying to kid me? I would rather 
have dividends than pretty pictures.” One 
company published a 24-page report with 
18 color pages of products, and five pages 
of financial statements in eight-point type. 
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The next to last paragraph of the presi- 
dent’s letter read, “The loss for the year 
was reduced by $4,800,000 due to the re- 
fund of federal taxes on income of prior 
years based upon carry-back of operating 
losses and unused excess profits credits, re- 
sulting in a net loss of $1,401,325.64.” Not 
a word about why the actual loss of $6,200,- 
000 occurred. 


Attempts have been made to clarify and 
simplify accounting techniques so that the 
usual form of balance sheet and profit and 
loss statement would not only be easier for 
the layman to understand, but the actual 
comparative results of operations would be 
more clearly stated. So far, these efforts 
have been approved neither by the Securi- 
_ties and Exchange Commission nor the 
Interstate Commerce Commission, which 
govern accounting practices for the cor- 
porations under their respective jurisdic- 
tion. Many companies publish in their an- 
nual reports, in addition to the standard 
form, a simplified comparative statement of 
income and outgo, and others could profit 
by their example. One advantage is that 
it sets forth in high relief two of the prin- 
cipal items which govern the net return 
available for dividends to the stockholders 
—the salaries and wages paid, and the sum 
of all federal and state taxes. 


SURVEY BASIS FOR ANY PROGRAM 


Mere imitation of other successful pro- 
grams have often failed of their objective 
and been abandoned after a half-hearted 
trial. 


Before any stockholder relations program 
can be laid out there should be a survey 
of the stockholder list. This goes beyond a 
mere breakdown into its various compon- 
ents, by sex, geographical distribution, or 
other divisions. Information must be de- 
veloped as to why stockholders purchased 
their stock; their ownership in other com- 
panies; whether they are also employees or 
users of the company’s product, and many 
other items of essential information. In 
some cases such a survey can be conducted 
through the use of written questionnaires 
but a far more comprehensive and useful 
background can be obtained through per- 
sonal interviews with a_ representative 
cross section of the stockholders. 
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Account must also be taken of whether 
its products can be used directly by stock- 
holders as consumers; its position in the 
industry in comparison with competitors; 
profits and dividends; the standing of its 
securities in relation to other stocks as a 
whole and particularly to those of compet- 
itors; the amount of stock held in the 
names of brokers and other fiduciaries and 
how many individual beneficial owners such 
holdings represent. 


LETTERS AND INSERTS 


One device generally in use is a welcome 
letter to new stockholders. It is essentially 
a form letter and few stockholders would 
think it anything else. Nevertheless, it 
should attempt to convey a personal mes- 
sage from the head of the corporation. It 
should in most cases be accompanied by 
the latest report or interim statement. It 
may also include a paragraph about the 
company’s business, particularly if the 
stockholder may also be a consumer. It 
should invite inquiry into any phase of 
the company’s business. 


Some companies also write stockholders 
who have closed out their investment. No 
matter how tactfully it is worded, you 
cannot help but question the stockholder’s 
judgment in disposing of his stock. The 
disappearance of a stockholder’s name from 
the company’s records does not invariably 
mean that he has disposed of his stock, it 
may have been transferred to a brokerage 
account, or the stockholder may have died 
and his estate been distributed. A letter 
of regret under such circumstances is in- 
appropriate. 

Probably the happiest days in a stock- 
holder’s life are those when he finds a 
dividend check in his mail. Companies 
which are alive to the advantages of this 
mailing, use a variety of enclosures, beside 
an interim report of earnings. Sometimes 
a leaflet describing a new product, or a 
short stockholder’s magazine. 


REGIONAL MEETINGS, REPORTS AND PROXIES 


Several other companies are following 
General Mills practice of holding regional 
meetings and more are planning to do so. 
While the pattern differs in each case, thai 
followed by General Mills is typical of the 
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advantages to be gained.* While there are 
good reasons in some cases why the issue 
of a stenographic report of its annual 
meeting is not only impractical but may 
be unwise, the practice is growing. Some 
are in the form of a letter commenting 
on the attendance in person or by proxy 
and listing the names of the directors 
elected. Others notably in the case of 
Standard Oil of New Jersey and R. H. 
Macy & Company, are in effect a transcript 
of the entire proceedings. 


General Mills and other companies which 
hold regional meetings use these reports 
as part of a stockholder magazine. This is 
not only a means of informing the entire 
body of stockholders of what took place 
but also encourages attendance at other 
regional meetings. In addition General 
Mills prints questions asked from the floor 
and the replies, and this leads other hold- 
ers to write the company. 


Here is an opportunity, if wisely devel- 


oped, for management to foster among its 
stockholders a greater interest in what 
some call free enterprise, or “the American 
way.” If correspondence on subjects of 
economic importance is encouraged, a more 
outspoken and effective body of public 
opinion can be built up on the side of 
management and our economic system. 


The process of public or even of stock- 
hoider education is a long-term job. No 
matter in what form the information is 
given, it will touch only those who are 
willing to give it their attention and act 
on it. There is no substitute for personal 
contact. 


The question is, how can personal contact 
be made? One answer is by proxy solicita- 
tion. Proxy solicitation has two basic 
functions: to overcome stockholder inertia 
and to explain in simple language a compli- 
cated financial proposal and what better 
opportunity could be found to encourage 
them to ask questions about their company, 
to listen to and rectify their complaints, 
to get to know what they are thinking 
about and how the company can better 
serve them? s 


*See case history reported in Feb. 1947 Trusts and Es- 
tates 155. 
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Possibly, if the development of good 
stockholder relations ever reached a stage 
of perfection, there might be no need for 
proxy solicitation as such. But there would 
still continue to be a need for personal 
contact—probably more than once a year, 
and preferably not when proxies are being 
solicited. 


LIKES AND GRIPES 


It should never be forgotten that stock- 
holders are people and that they react to 
their ownership in a corporation in as many 
different ways as they react to any other 
aspect of their daily life. We have found 
that the reactions most often met are— 


Most Stockholders Like: 

Dividends—or if dividends cannot be 
paid, proof of prudent, progressive man- 
agement; 

Facts—the whole truth, even though the 
truth may be discouraging; 


HUCOCUELCOONONRELOURELEUOCEEEUOCENRAUOOEEEUTOOCEOOREROpNEECe EL OseEeNseneOttogeae*. 


ante 
INDUSTRIAL 
ENTERPRISE 


CASH PAID 


FOR CAPITAL STOCK or ASSETS 


large financially powerful diversified 
organization wishing to add another 
enterprise to present holdings. 
Existing Personnel Normally Retained 
Box 1242, 1474 Broadway, New York 18, N. Y. 
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Personal -attention—a prompt and com- 
plete answer to every letter or complaint 
—an occasional friendly call or telephone 
conversation. 


Most Stockholders Dislike: 


Concealment or delayed information of 
important corporate developments; 


Insufficient explanation of management 
compensation ; . 


Substitution of high-sounding phrases or 
pretty pictures for the facts of corporate 
life; P 


Neglect of their sometimes trivial gripes 
or a disdainful or inadequate response. 


Some persons buy stock for income, 
some for appreciation. Some may be users 
of its product or have heard the company 
favorably spoken of. But whatever the or- 
iginal motive, other uses for the money 
invested soon begin to appear. A new car 
may be needed, a different investment may 
seem more attractive, concentration on 
home owning or life insurance may be 
urged. The choice of which stock to sell is 
rarely made rationally. Usually the stock 
sold is the one in which the holder has the 
least personal interest. It may have given 
him satisfactory income or a substantial 
appreciation but if he has lost interest in 
the company and what it represents to 
him, he will probably let it go. 


Loss of interest may result when: 


Dividends 
passed— 


have been’ reduced or 


Stock has declined on the market— 


Requests for information have been 
ignored— 


Changes of address have not been re- 
corded— 


Dividend checks have gon astray— 


Confidence in the management has 


been lost— 


Executive salaries, bonuses or options 
seem unduly large— 


Product has been unsatisfactory or 


claim for 
settled. 


adjustment has not been 


Impact of Double Taxation 
on Dividends 


"iyrat snes tax rates have paralleled in- 
dividual tax rates in a steep climb. Large 
stockholders in many cases are increasingly 
loath to press for management to disburse a 
fair share of corporate earnings. The next 
step is that management feels it must continue 
a niggardly dividend policy because capital 
requirements are large and common stock 
financing is difficult. One reason stock financ- 
ing is so difficult is that dividends are entirely 


out of line with earnings, on the low side. 


Earnings are retained by corporations to a 
great extent and willy-nilly the stockholder 
goes along with a plan of capital expansion. 
Sound corporate managers today can hardly 
do anything else than conserve funds and it 
is not in any way suggested that much larger 


CORPORATE DIVIDENDS IN RELATION 
TO NATIONAL INCOME AND CORPOR- 
ATE EARNINGS 


—Corporate Dividends— 

Per cent of Per cent of 
National Corporate 
(billions) Income Earnings 


$ 87.4 6.5% 70% 
64.7 7.1 110 
73.6 6.4 102 
67.4 4.5 150 
72.5 5.1 77 
81.3 4.8 62 

178.2 3.1 45 
202.5 3.3 39 


National 
Income 


dividend payments would be wise under present 
conditions. If such payments were made, the 
money would be dissipated in taxes, the return 
flow to the capital market would not be ade- 
quate, and many corporations would be desper- 
ately short of cash. 


What is suggested is that alleviation of dou- 
ble taxation is an essential condition in the 
process of restoring dividend disbursements to 
a normal relationship with both corporate 
earnings and national income. The extent of 
the toboggan slide in dividends relative to 
these factors is shown in the accompanying 
tabulation. 

—FRANK WILLARD, of Reynolds & Co., in report 


as chairman of Industrial Securities Committee, In- 
vestment Bankers Assn. 
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HOW MUCH TIN 
DOES A TIN CAN HAVE? 
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STATES 
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@ Actually, what most people call 
tin cans are over 98 per cent steel 
and less than 2 per cent tin/ 


Before the war, almost all tin 
plate used in cans was made by the 
“hot dip” method in which a sheet 
of steel was coated by dipping it 
into molten tin. For a number of 
years, United States Steel had ex- 
perimented on a method of plating 
steel with tin electrically—in which 
a strip of steel passes continuously 
and rapidly through a tin solution 
at a rate of hundreds of feet a min- 
ute. This new method, pioneered by 
United States Steel, is called the 
electrolytic process and uses 60 per 
cent less tin than the old method— 
gives a more even coating and in 
other ways makes an improved 
product for many purposes. 


So next time you open a tin can, 
remember this— 


We Americans are using cans at 
a rate of around 16 billion a year. 
Thanks to scientific research and 
industry, such as that being carried 
out in plants of the United States 
Steel Corporation, our modern tin- 
coated steel cans provide us with a 
constant supply of delicious foods— 
ready to be served at a moment’s 
notice. 


CORPORATION SUBSIDIARIES 
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COMPUTING the FEDERAL ESTATE TAX 


Effect of Marital Deduction 


ELEANOR McCORMICK, C.P.A. 
Glidden & McCormick, New York City 


HAVE read with great interest Mr. 

Warren Tweedy’s article under the above 
title in the June issue, stating his formula 
for the computation of Federal estate tax 
when the surviving spouse’s share, eligible 
for the marital deduction, bears Federal 
and State estate taxes. 


The problem raised by his illustration 
III is a particularly difficult one because it 
is fundamentally a problem of determining 
the proper allocation of tax under Sec. 124 
of the New York Decedent Estate Law. 
For Federal estate tax purposes the mari- 
tal deduction will be allowed only in the 
amount actually received by the surviving 
spouse, that is to say after the deduction 
of Federal and state taxes if any are prop- 
erly allocable against the bequest eligible 
for the marital deduction. The determina- 
tion of the allocation of taxes is thus a 
matter of tax law. 


Under the facts in Mr. Tweedy’s illustra- 
tion the widow’s outright share, which is 
subject to New York tax, is eligible for the 
marital deduction. However, the allocation 
of Federal tax which he makes produces 
the somewhat startling result of charging 
that outright share, exempt from Federal 
tax, with a part of the Federal tax: 


Widow’s trust share (before 
deducting $5,600 allocable 
portion of New York tax) 

Widow’s outright share (be- 
fore deducting $5,600 alloc- 
able portion of New York 

$225,000 


$225,000 


Less Marital deduction allow- 
fC A 
6,778 


$231,778 


The Federal tax of $40,271 is allocated 
6,778/231,778 to the widow’s outright 
share. 
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CASE LAW IN POINT 


HIS solution is in accord with that 
_ posse in In re Dettmer, 40 N. Y. 
Supp. (2d) 569. There the will had pro- 
vided that the residue be paid over to 
certain charities after life estates. The 
amount of the residue actually payable to 
the charities after the death of the life 
tenants was much larger than the com- 
puted value of the remainders as of the 
date of the decedent’s death based upon 
the actuarial life expectancy of the life 
tenants. Since these computed values had 
been used in the determination of the 
charitable exemptions for Federal and 
State taxes, part of the charitable bequests 
actually paid over had in fact been taxed. 
The method of computation of the alloca- 
tion of tax set forth in the opinion was 
as follows: 


Each participant in the residue of the 
estate shall bear a portion of the total 
Federal and State taxes allocable to that 
residue determined by multiplying the tax 
by a fraction determined for each partici- 
pant. The numerator of the fraction “is 
the amount which the beneficiary receives 
less an exemption or deduction allowed by 
the State or Federal authorities”; “the 
demoninator of each fraction is the total 
of the remainder available for distribution 
less the charitable exemptions or deduc- 
tions.” Although not stated in words, the 
figures used in the opinion show that both 
the amounts which the beneficiaries receive 
and the total available for distribution are 
the amounts before deduction for taxes. 


The language of Sec. 124 D.E.L. is as 
follows: 


“Whenever it appears ... that an exe- 
cutor, administrator ... or other person 
... has paid a death tax levied or assessed 
under the provisions of article 10-c of the 
tax law ... or under any death tax law 
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of the United States ..., upon or with 
respect to any property required to be in- 
cluded in the gross estate of a decedent 
under the provisions of any such law, the 
amount of the tax so paid except in a case 
where a testator otherwise directs in his 
will . . . shall be equitably prorated among 
the persons interested in the estate to whom 
such property is or may be transferred or 
to whom any benefit accrues. Such proration 
shall be made by the surrogate in the pro- 
portion, as near as may be, that the value 
of the property, interest or benefit of each 
such person bears to the total value of the 
property, interests and benefit received by 
all such persons interested in the estate, 
except that-in making such proration allow- 
ances shall be made for any exemptions 
granted by the act for the purpose of ar- 
riving at the value of the net estate.” (Em- 
phasis supplied.) 


BASIC ERROR 


HE method used in the Dettmer case 
piso by Mr. Tweedy thus treats as prop- 
erty, interest or benefit to the beneficiary 
the assets paid not to him but to the tax 
coliector. The opinion did not specifically 
discuss the treatment of taxes; only by 
implication did it define “the value of the 
property, interest or benefit of each such 
person” as including taxes paid on his 
share and deducted from it. 


To state this proposition in terms of 
Mr. Tweedy’s illustration III: The net 
taxable estate for Federal tax purposes 
consists of the amount distributable be- 
fore taxes, i. e., the widow’s trust share of 
$225,000 and the widow’s outright share of 


$225,000 from which a deduction is allowed 
for the net actually paid to her $218,222, 
so that the surviving spouse has an inter- 
est, property or benefit to the extent of 
$6,778 required to be included in the net 
taxable estate under the Federal tax law. 


The basic error in this solution is that 
both state and Federal taxes are imposed 
on the estate as such, not on the benefici- 
aries and they accrue as of the date of 
death and prior to any beneficiaries’ rights. 
It is not in accord with the facts of the 
incidence of these taxes to state, in making 
an allocation of tax, that the widow re- 
ceived property, interest or benefit to the 
extent of the entire half of the residue as 
her outright share. She had a right to only 
her share after taxes. 

Therefore, while taxes paid on the wid- 
ow’s outright share are part of the Federal 
net taxable estate, there is now no case 
squarely holding them to be property, in- 
terest or benefit to the widow under Sec. 
124 D.E.L. and so liable to a portion of 
the Federal tax. If they are not, the entire 
Federal tax in illustration III can be 
allocated to the widow’s trust share, with 
the result that the marital deduction would 
be $225,000 less only the state tax of $5,600. 


A FEDERAL ESTATE TAX REFUND of $2,300,000 to 
the estate of Conkey P. Whitehead was ordered 
by the Fifth Circuit Court of Appeals on July 
12. The decision upholds the ruling of the 
lower court in this action brought by the 
executor, First National Bank of Atlanta, to 
lower the valuation placed upon the estate by 
the Bureau of Internal Revenue. 
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WAGES, PRICES and INVESTMENTS 


Prospects in Wage-Price Relations and Effects on Savings 


SUMNER H. SLICHTER 
Harvard University 


O longer are wage movements ex- 

plained in the main by the demand for 
labor. More and more, wages are the re- 
sult of the wage policies of trade unions 
and more and more they are a determinant 
of prices rather than being determined by 
them. 


Despite the closeness of the relationship 
between wages and prices, there are many 
years in which the two move in opposite 
directions. During the 107 years between 
1840 and 1947, there were 57 years when 
the annual average of wholesale prices was 
above the preceding year, 48 when it was 
below. There were 72 years, however, when 
the annual average of hourly earnings of 
nonagricultural workers was above the 
preceding year, 17 when it was below. 
There were 28 times during the last 107 
years when the year-to-year movements of 
wholesale prices and the hourly earnings of 
nonagricultural workers were in opposite 
directions. 


The times when wages were rising and 
prices were falling were, as a rule, early 
in recessions, wages declining and prices 
advancing in the early phases of revival. 
Particularly striking is the fact that in 
half of the years when the annual average 
of prices dropped (24 out of 48) the annual 
average of wages rose. 


CREDIT AND INVESTMENT EFFECT 


URING a period of expansion, the 

supply prices of labor may change 
promptly or tardily after the demand for 
labor rises and it may rise at the same rate 
as the demand for labor or at a faster rate 
or a slower rate. The effect of changes in 
the supply price of labor upon commodity 
prices must not be expected to be the same 
in these three cases. 


Reprinted, in part, from The Proceedings, Volume 
XXIII, No. 1, May 1948, ‘Prices, Wages and Inflation’ 
published by the Academy of Political Science, Columbia 
University, New York City. 
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One possibility is that wages do not in- 
crease at all in response to a rise in the 
demand for labor. If it increases investment 
opportunities more than the propensity to 
save, the rise in expenditures and prices 
will continue. Eventually the rise in profits 
per dollar of sales, and hence total profits, 
will cause investment-seeking funds to in- 
crease as fast as investment opportunities. 
At that point the rise in prices relative to 
wages will cease to generate further in- 
creases in prices. 


Another possibility is that wages may 
rise instantly and at the same rate as 
prices. This would prevent a rise in employ- 
ment but would preserve the wage-price 
relationships which permitted the original 
rise in prices; hence the advance in spend- 
ing, prices and wages will continue until 
halted by the limited supply of money and 
the rise in interest rates or by extraneous 
events. 


A faster rise of wages would discourage 
the expansion of credit by impairing the 
credit standing of enterprises; a slower 
rise in wages would discourage credit ex- 
pansion by making enterprises better able 
to plow back earnings or to obtain funds 
by the sale of securities to individuals. 


RISE IN PROFITS GENERATED 


HE fact that higher wages account for 

less than half of the rise in prices be- 
tween 1945 and 1947 indicates the import- 
ance of other inflationary influences. One 
of these other influences was the tendency 
of people to save only a declining proportion 
of their rising incomes; another was that 
holdings of cash and demand deposits were 
high in relation to prices and expenditures. 


A remarkable feature of recent wage 
movements in that they have indirectly 
helped to bring about a rise in the profits 
of industry. They have done this by caus- 
ing the volume of spending to increase 
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more than payrolls. Trade unions criti- 
cize the recent rise in profits without real- 
izing that under present conditions union 
wage polices have helped to push up profits. 
Likewise, business men criticize union 
wage policies without realizing that these 
wage policies under present conditions 
have helped industry make more money. 

Profits in a few industries have been 
very large but profits in industry as a 
whole have not been excessive. The test of 
the adequacy of profits must always be the 
practical test of the market: are profits 
large enough to permit industry to attract 
adequate amounts of equity capital? In at- 
tracting equity capital, inventory profits do 
not count nor is the prospective investor 
interested in what rates present profits 
yield on plant and equipment bought at 
pre-war prices. He wishes to know what 
return present prices and costs make pos- 
sible on new and up-to-date plant con- 
structed at present prices. Measured by 
this test present profits in most industries 
are too small—they do not permit enter- 
prises to attract venture capital. 

If the wage increases of 1948 encroach 
upon profits, industry will have to reduce 
the present rate of net private domestic 
capital formation, or resort to inflationary 
methods of financing it. Hence it is import- 
ant in most industries for enterprises to 
maintain their ability to plow back earn- 
ings by raising prices (if demand permits) 
to offset wage increases. Price advances to 
offset wage increases are particularly im- 
portant in the steel industry, which needs 
to make large new capital investments and 
which has only limited ability to attract 
capital from the outside. 

Basing wage increases in different indus- 
tries upon the increase in profits in those 
industries would not necessarily be in the 
public interest. If wages were raised to 
absorb the entire increase in profits, ex- 
pansion of the industry would be checked, 
partly because the ability of the industry 
both to attract ouside capital and to plow 
back earnings would be limited and partly 
because the advance in costs would keep 
the price of the product high and limit sales. 

Industry has huge accumulated . needs 
ior plant and equipment. Hence a rise in 
wages under present conditions will not 
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produce a drop in investment expenditures. 
Consequently, a general advance in wages 
is almost certain to increase the profits of 
the consumer goods industries. Expendi- 
tures on consumer goods will rise by the 
total amount of wage increases less the in- 
creased tax payments and the increased 
savings of wage-earners, but the costs of 
the consumer goods industries will advance 
only by their own share of the general 
wage increase. 


COMPETENT 
VALUATION... FIRST 
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So long as wage payments in the capital 
goods industries rise by more than the in- 
creased taxes and increased savings of all 
wage-earners, the profits of the consumer 
goods industries will rise. The advance in 
the profits of the consumer goods indus- 
tries will stimulate the demand for capital 
goods. 


PRICES AND SAVINGS 


RICES are still low in relation to bank 

deposits and cash. Under present condi- 
tions wage increases probably accentuate the 
tendency for individuals to spend more 
than their incomes. Eventually, of course, 
prices will become so high relative to 
holdings of cash and bank deposits that 
individuals will be unwilling to make each 
round of expenditures a little higher than 
their previous incomes. When this occurs, 
trade unions will be able to put up wages 
faster than the cost of living—but they 
may do so, of course, at the cost of produc- 
ing some unemployment. 


Some time within the next few years 
there may be a sharp rise in the propensity 
to save. About the same time the demand 
by business for investment-seeking funds 
may drop because enterprises will have met 
a good part of accumulated needs. 

This could produce a substantial con- 
traction in output and employment. If trade 
unions were to push up wage rates during 
the early period of the contraction (as they 
did in the building and printing industries 
after the 1929 break) the downward spiral 
would be made more severe. A rise in 
wages relative to prices extinguishes all 
investment opportunities before it stops 
all saving. 


IMMEDIATE OUTLOOK FOR WAGE — 
PRICE RELATIONS 


ITHIN the next year the danger of 

\\) a disorderly rise in prices is likely to 
become quite acute. Bad relations with 
Russia and the demands of the nations of 
western Europe for military assurances 
are about to compel the United States to 
increase substantially its expenditures on 
armaments. Secondly, the increase in ex- 
penditures comes when the economy is al- 
ready producing at capacity and when the 
backlog of demand has been far from satis- 
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fied. Also, the country is tired of direct 
controls of materials, wages and prices and 
is not prepared to support them. 


Fortunately, there are important favor- 
able factors: First, the capacity of the 
economy to produce is greater than a year 
ago; new plant and equipment should help 
raise output per man-hour. Second, the 
rise in productive capacity abroad. Third, 
some progress has been made in meeting 
the huge demand that accumulated during 
the war. Fourth, the rate of saving has 
become so low that much additional drop 
is unlikely. Fifth, the third round of wage 
increases seems to be running slightly 
smaller than the second round. 


INDIRECT CONTROLS 


LARGE rearmament program, started 

from full employment, requires many 
direct controls. However, the people of the 
United States are not prepared for reimpos- 
ition of direct controls. For the time being, 
therefore, the country must do the best it 
can with indirect controls and let experi- 
ence demonstrate the necessity for addi- 
tional steps. What indirect controls are 
available? 

1. Increase production as rapidly as pos- 
sible. 

2. Obtain considerably more steel output 
from the Ruhr. This not only could help 
rearm the United States but would reduce 
Europe’s trade deficit and help to cut the 
cost of the Marshall Plan. 

3. Restrict the use of _ inflationary 
methods of financing production and con- 
sumption. One immediate step called for is 
restoration of control of the Federal Re- 
serve Banks over consumer credit. Import- 
ant also is tighter control of lending for 
housing construction. Finally, the expan- 
sion of private bank credit needs to be 
vigorously combated by Federal Reserve 
and Treasury policies so long as industry 
is operating at capacity. 


4. Make every effort to keep wage in- 
creases down to moderate amounts. Many 
union leaders privately admit that wage 
increases under present conditions merely 
help to maintain inflationary pressures. 

5. Develop a well-planned program to 
increase the volume of savings in the com- 
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munity. This should take two principal 
forms. One is larger sales of government 
savings bonds. However, the Treasury can- 
not properly represent the present type of 
government savings bonds as a suitable in- 
vestment for persons who need to conserve 
the purchasing power of their principal. 
The time has probably come for the Treas- 
ury to offer a savings bond which is pay- 
able in a fixed amount of purchasing pow- 
er. The second part of the savings program 
should be permission for individuals to 
claim a substantial rebate (say one third) 
in the income tax on that part of their in- 
comes which they save. 


6. Adopt a moderate forced saving levy. 
This may not be necessary until next fall— 
the time will be determined by the rate at 
which armament orders are placed. Such a 
levy is preferable to increased taxes on 
corporations and higher income tax rates. 


7. Finance government deficits which 
may result from rearmament and aid to 
Europe by sales of government securities 
to nonbank buyers. This also requires relief 
in the form of a tax rebate on the part of 
incomes which are saved. 


LONG-TERM TRENDS 


HE rise of unions has created a new 
Sal of economy—in which the supply 
price of labor responds far more readily 
than ever before to increases in the demand 
for labor and in which the supply price of 
labor may rise quite independently of the 
demand for labor. Experience indicates 
that the engineers and managers are not 
likely to raise output per man-hour faster 
than 3 or 4 per cent a year. In my judgment, 


unions are likely to force up wages perhaps 
2 per cent or 3 per cent a year faster. 

A resultant rise in prices of 2 per cent a 
year seems small, but it would make a pro- 
found difference in the course of a genera- 
tion. Pensions or life insurance, which men 
started to buy on entering the labor force 
at about the age of twenty or twenty-five, 
would have lost more than half of their 
purchasing power by the time the workers 
had reached the age of sixty-five or seventy. 
And with prices rising 2 per cent or 3 per 
cent a year, who would wish to own gov- 
ernment bonds yielding 24% per cent? All 
fixed-income securities would have to sell 
at yields which discounted the expected 
drop in the purchasing power of the prin- 
cipal. 


BASIC QUESTION 


HE unions are likely to become the real 

makers of credit policy and possibly,, in 
large part, of fiscal policy as well. No gov- 
ernment will assume the responsibility of 
creating unemployment in order to limit 
the bargaining power of unions. That raises 
this basic question: will the community 
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permit the movement of wages and prices 
to be determined by tens of thousands of 
bargains between unions and employers or 
will it adopt a national wage policy and 
require that collective bargains conform to 
it? 

Two conditions will increase the proba- 
bility that a national wage policy will be 
developed to guide the operation of collec- 
tive bargaining. One is the possibility that 
a national wage policy will be supported by 
the weaker unions. When collective bargain- 
ing is more or less universal, the real bar- 
gains are not between unions in the vari- 
ous industries and occupations. Naturally, 
the stronger unions are able to raise their 
standard of living at the expense of the 
weaker unions. A national wage policy 
would tend to protect the weaker unions 
from the stronger. 


The second condition that will increase 
the probability of a national wage policy 
is the fact that over three out of four 
workers are employees. Hence, the govern- 
ment will be increasingly sympathetic to 
labor, and the influence of labor in politics 
will steadily increase. Experience shows 
that governments which command the con- 
fidence of labor are most effective in regu- 
lating the activities of trade unions. 

Great changes in the distribution of 
power cannot occur without changing 
people’s ideas about rights, duties and pub- 
lic policies. The spread of collective bar- 
gaining means that the country stands on 
the threshold of major developments in its 
economic institutions and public policies. 
One cannot predict with precision but one 
is safe in asserting that thinking about in- 
dustrial relations will place less and less 
emphasis on the rights of small groups of 
employers and workers and more and more 
emphasis on the problem of protecting the 
interests of the community as a whole. 


CORPORATE BONDS on the New York legal list 
increased $3,000,000,000 during the year end- 
ing July 1, to a new high of more than 
$14,000,000,000, according to an announcement 
of Superintendent of Banks, Elliott Bell. Se- 
curities now total nearly two and one-half 
times the dollar amount on the list ten years 
ago. For the first time there is a compilation 
of eligible security issues as an appendix. 
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Survey of Real Estate Conditions 


N the opinion of a cross-section of the na- 

tion’s real estate brokers, only about 20% 
of the new construction the country needs has 
been started; building costs are not going to 
drop this year; and home buyers must expect 
to put up more cash than they did in 1947. 
These were some of the opinions gathered from 
a nation-wide survey of brokers by Previews 
Inc., the National Real Estate Clearing House, 
through its offices located in principal cities. 


The five states where, according to the 
brokers, the highest percentage of needed con- 
struction has been started are Florida, 57%; 
Washington, 45%; Texas, 43%; Missouri and 
California, 34%. These states also lead in the 
matter of building materials on hand. New 
York, where brokers said that only 14% of 
the necessary construction was underway, and 
the New England States, where the estimates 
ranged from 13 to 22%, lag behind the rest 
of the country in material supplies. 


The brokers took note of the current con- 
servative trend in mortgage financing by indi- 
cating that buyers are putting up more than 
heretofore. Estimates given most often had 
buyers paying 20% to 25% cash. A very 
sizable number of brokers indicated that 35% 
and 50% was the usual amount of cash sup- 
plied by buyers in their areas. In Connecticut, 
Florida and California, 50% was the figure 
most often named. 


To Previews’ question: “What in your opin- 
ion are this year’s real estate prospects in 
your area?” 51% of the brokers replied that 
they expected activity to decrease; 36% fore- 
cast increased activity; while 13% thought 
that conditions would remain about the same. 
Strengthening buyer resistance to what many 
brokers termed “unrealistically high prices” 
was noted in all parts of the country. 


Lower real estate prices during 1948 were 
anticipated by 53% of the country’s brokers, 
18% expected higher prices, while 29% pre- 
dicted that they will not change. Here again 
New York and New England brokers differed 
from the national consensus. By a small ma- 
jority they expressed the belief that prices will 
remain the same or go higher. This was also 
true in the rest of the southern states with 
the exception of Florida. 


Asked “What property types lead?” brokers 
in all areas emphasized an overwheming buyer 
preference for small one- and two-family 
houses under $15,000, and medium-priced sub- 
urban homes. Next in order of popularity were 
investment acreage, farms, commercial and 
industrial properties. 
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Singleness of Purpose — 


Singleness of Accomplishment 


Few, if any, of our many institutional and 
individual investors seek identical investment 
objectives. Yet, as investment brokers, we ap- 
proach varied objectives with a singleness of 
purpose—to obtain the facts needed and to 
relate the facts to the individual problem. 


Obtaining information about securities, and 
appraising market trends properly are not 
merely statistical tasks. The results obtained 
can be useful only insofar as they are viewed 
in the exacting light of experience. 

That we are so often able to balance single- 
ness of purpose against singleness of accom- 
plishment is possible solely because results, 
once obtained, are put into force by alert 
trading experience. 

This modern investment philosophy is always 
at the service of those investors who require 
no less. 
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New Business Notes 








your investments ? 


Illustration in newspaper copy prepared by Horton- 

Noyes Co. for Industrial Trust Co. of Providence, 

featuring the latter's Supervised Agency Account 
service. 





NEW BUSINESS FROM TAX LAW: A report on 
new trust business resulting from the Revenue 
Act of 1948 has been made available to us by 
Union Bank & Trust Co. of Los Angeles. On 
May 28, a letter from vice president A. L. 
Lathrop went out to 2,700 individuals on the 
bank’s stockholder and prospect lists. Calling 
attention to the significant changes in the 
estate and gift tax laws effected by the new 
statute, the announcement invited consultation 
with the individual’s attorney and a repre- 
sentative of the bank. 

Within three weeks, 33 personal interviews 
were had by the representative, Lewis B. 
Maier, with the following results: 


Actual Wills completed and executed 
Will executed previously, but just reported 
Wills in process of being drawn 
Prospects assuring that their wills will be 
drawn 
Contemplated living trusts 
Estimated values: 
Executed wills $ 
Wills previously executed 
Wills in process 
Livings trusts 


201,000 
65,000 
650,000 
1,500,000 


$2,416,000 


Total _ 


THINKING AHEAD FOR YOUR FAMILY: This is 
the title of an excellent new booklet issued by 
Central Hanover Bank and Trust Co. of New 
York. First presenting the highlights of the 
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Revenue Act of 1948, with examples of the tax 
savings afforded by the marital deduction, the 
brochure describes the bank’s estate analysis 
service, the functions of an executor, the ad- 
vantages of testamentary and living trusts, 
and investment advisory services. 

e 
ADVERTISING APPROPRIATIONS: A study of bank 
advertising expenditures for 1947, made for 
the Financial Public Relations Association by 
D. H. Tuttle of the First National Bank of 
Memphis, reveals that 178 banks and trust 
companies with deposits of $1,000,000 or more, 
spent $4,018,908 or an average of $22,578 each. 
This represented an increase of 28% over the 
1946 average. The proportion of the budget 
expended on trust services remained constant 
at 8 per cent. 

* 
TRUST MEETING FOR WOMEN: Since so many 
women are stockholders in corporations, pay 
income taxes, are beneficiaries of insurance 
policies, and represent wealth in their own 
right as well as guiding family finances, Mer- 
cantile Commerce Bank and Trust Company 
recently held a meeting for the women of St. 
Louis on the subject of Wills, Estates, Trusts 
and Taxes. 


Names were obtained of trust and agency 
customers from the wills file, people on the 
prospect list, and friends of the institution. 
Over two hundred invitations were personally 
extended by executive officers and more than 
one hundred were present. 


John W. Remington, of Lincoln Rochester 
Trust Co., made an informal non-technical talk 





RESERVES viggiadieas 


What will happen to the mem- 
bers of your family when you 
are no longer able to provide 
for them —when the reverses 
caused by such a loss beset 
them? 

That is when your reserves — 
the securities, life insurance and 
other assets that make up your 
estate— must take your place. 
Will these reserves be ade- 
quate? Will they be so managed 
that they will serve the purposes 
you have in mind? 

Make certain that they will... 
ond project into the future the 


Clever newspaper copy prepared by The Merrill 
Anderson Co. for National Bank of Commerce. 
Norfolk, Va. 
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for about twenty minutes. Mr. Hemingway, 
chairman of the Board, presided, with Mr. 
Remington and Jos. W. White, Vice President 
in the Trust Department, answering the ques- 
tions at the subsequent open period. 


The meeting was held in the lounge of the 
new bank building. Tea and frefreshments 
were served; the wives of the directors and 
trust officers acted as hostesses. Guides were 
furnished to show those who so desired through 
the institution. The many questions showed 
the genuine interest and many of the women 
have since requested that additional discussion 
mectings be held. 


Trust Fund Figures 


TRUST FUNDS administered by 11,102 accounts 
by 55 state banks and trust companies in Con- 
necticut, totalled $662,997,924 on September 
30, 1947, according to the Bank Commissioner’s 
report. In 1946 there were 11,142 accounts 
value at $637,029,381. Investments in bonds 
for 1947 were $193,073,237 and in stocks $371,- 
548,612. The average size of accounts in 1947 
was $59,719 while for 1946 it was $57,174. 


TRUST ASSETS of all trust companies in Massa- 
chusetts for the year ending June 30, 1948, 
were $1,399,647,000, as reported by the Com- 
missioner of Banks. The 1947 figure was 
$1,370,121,000. Of these totals government and 
other bonds represented 41.6% in 1948 as 
against 41.3% in 1947. Stock percentages were 
50.6% and 50.3% in the respective years. 


OHIO TRUST COMPANIES, totaling 42 in num- 
ber, were administering trust assets of $1,230,- 
485,072 as of December 31, 1947. Stocks ac- 
counted for $511,393,233 and bonds $513,740,- 
206. Twelve foreign trust companies operating 
in Ohio had assets of $360,058,689, of which 
bonds totalled only $44,524,900 while stocks 
aggregated $290,954,913. 


TRUST ASSETS of Oregon state and national 
banks as reported by the Banking Department 
for the year ending December 31, 1947, were 
$13,465,046 of court trusts and $86,603,345 of 
personal trusts. 


CANADIAN TRUST COMPANY assets for the year 
1946 included $3,150,872,594 of estate, trust 
and agency funds, according to the recent re- 
port of the Department of Insurance at Otta- 
wa. This represented a slight increase over the 
1945 figure which was $3,117,808,409. These 
totals consist of the increase of Provincial 
companies from $2,754,475,732 to $2,758,442,016 
and of Dominion companies from $363,332,677 
to $392,480,578 in such funds. 
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“Our volume of 
personal trust business 
has more than doubled 

during 

the past 3 years. 

| ladeleltias 
much of this increase 
to the continued use 


of Purse material.” 


a brought about by the Fed- 
eral Revenue Act of 1948 have stimula- 


ted many persons’ interest in making 
wise plans for their families’ future. 


Purse trust advertising effectively di- 
rects that interest into action. That 
builds business for your Trust Depart- 
ment, increases your bank’s earnings. 


Write now for information about 
a business-building program 
of trust advertising. 

No obligation. 
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Fire Insurance Company Stocks 


N effect, an insurance company represents 

an investment trust holding a grade of bal- 
anced conservative securities with the factor 
of insurance .leverage added. This leverage 
comes about in two ways: (1) Cash dividend 
payments are based on investment income. 
In a period of profitable underwriting, there- 
fore, the actual return is the dividend income, 
plus an underwriting profit which is ploughed 
back into the business. (2) A steady inflow 
of funds which can be invested comes from 
reserves accumulated out of premiums. 


The market prices of insurance stocks are 
currently selling at substantial discounts from 
liquidating values — ranging from 20% to 
40% and more. When the quality of an insur- 
ance security portfolio is considered, these dis- 
counts are difficult to explain. If, on the other 
hand, a period of extremely poor underwriting 
results were to be expected, the method of 
figuring “liquidating value,” which includes a 
40% equity in unearned premium reserve, 
could be disproved. In such a period losses from 
insurance operations could influence the level 
for the market price of stocks. 


Underwriting losses experienced since 1944 
have been at the highest level in 17 years, 
excepting the wartime year 1942. Recent rate 
increases are helpful, but, owing to the time 
lag in rates as compared to the rise in costs 
and prices, losses in 1947 are expected to run 
close to the unfavorable ratio which has pre- 
vailed since 1944. Some improvement in this 
ratio may be expected in 1948, but the im- 
provement may prove to be gradual rather than 
rapid. The trend of the expense ratio is de- 
cidedly more encouraging. If it were not for 
the decreasing ratio of the latter, the com- 
bined underwriting ratio — loss and expense 
— would show no underwriting profit. 


If the premise is correct that operating re- 
sults will get no worse and, on the contrary, 
will improve from this point — the severe 
discounts from liquidating value seem largely 
unjustified. For example, if only one half 
of the invested assets of an insurance company 
are vulnerable to investment loss, a discount 
in market price of one third from total liquidat- 








COMPLETE TRUST SERVICE IN GEORGIA 


through eieven offices in six cities 
ef THE CITIZENS & SOUTHERN NATIONAL BANK 


ing value means that the other half of the 
assets can be bought for one third their going 
market price, or the equivalent of 55 in the 
Dow-Jones Industrial Average. 


A factor which any substantia] investor 
must take into account is his exposure to 
Federal taxes. As a fire insurance company 
pays dividends based on its investment income, 
any underwriting profit is retained in the bus- 
iness. In a five or ten year period, these un- 
distributed profits can substantially increase 
the equity for each common share. 


It is believed that the present market prices 
have overdiscounted any unfavorable adjust- 
ments which are likely to occur in the indus- 
try. Considering the satisfactory dividends 
available which have every prospect of being 
maintained, and the outlook for substantial 
capital gains, fire insurance stocks appear to 
offer investment possibilities at this time. 


GEORGE W. JENNINGS, Investment Counsel 
Dept., Empire Trust Co., New York in The Analysts 
Journal, Ist quarter 1948. 





OWNERS UNKNOWN 


The unclaimed dividends of some 750,000 
stockholders, running into several millions of 
dollars are piling up in the “Address Un- 
known” files of American corporations. Some 
time ago Dayton Rubber Co. hired a firm 
of specialists to locate 370 of their stockholders 
who own over $31,000 in unclaimed dividend 
ehecks. Some of the missing shareholders have 
checks totaling as high as $600 dating back to 
1928. The stock of the company has been ex- 
changed three times since 1920 and many of 
the missing owners will receive valuable stock 
bonuses in addition to their dividend checks. 


The missing persons specialists, Skip Tracers 
Co., reported that among 22,000 missing share- 
holders located for client companies in the 
first nine months of last year, the average 
dividend was around $10 and the largest single 
claim was $16,000. The heirs of one estate 
never knew that their grandfather had owned 
a large block of stock in a company. More 
than one-third of the missing shareholders 
were found to be dead, with their heirs, mostly 
women and small children, unaware of the 
value of their holdings. 
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PARTNERS in OWNERSHIP 


Milwaukee Journal Employes are Stockholders under Trust Plan 


MPLOYE - stockholder - customer _rela- 
_dtionships are no copy-book theories to 
the more than 500 employes of Wisconsin’s 
leading newspaper who own—through a 
trustee—a forty per cent interest in the 
Journal’s outstanding stock. Discussions at 
the monthly meetings of their organization, 
the Unitholders’ Council and reports in the 
Council’s newsletter “Your Business” testi- 
fy to the identity of these interests. 


Circulation of the paper has reached an 
all-time peak, well beyond the 300,000 daily 
average mark. In advertising lineage it is 
seventh among the 50 leading papers cf 
the country, having registered substantial 
space gains over the previous year. 


Since 1937—the year the stock-participa- 
tion plan went into effect—they have re- 
ceived, as stockholders, dividends varying 
between $4.00 and $8.75 a share, while 
earned surplus per share has climbed from 
75c to as high as $3.58 a share and is now 
at $2.83. This in spite of tax burdens rang- 
ing from $3.80 a share in 1938 to $15.09 in 
1943 and $14.90 in 1945. These are a few of 
the facts brought out in the booklet dis- 
tributed to employees. 


As members of the Board of Directors 
remark in the introduction: “The Journal 
Plan is unique in the American newspaper 
field ... It is no longer an experiment; it 
is a demonstrated success”. 


Unlike most employe  stock-ownership 
plans, this one is based on the objective of 
offering employes the opportunity of be- 
coming advisory partners in the enterprise. 
The stock trust agreement with the trus- 
tee—Wilmington (Del.) Trust Company— 
cites the purpose for which the original 
30,000 of the 120,000 shares of the com- 
pany stock were placed in trust under an 
employe purchase plan: 


“. . . to facilitate the acquisition and 
ownership of a _ beneficial interest in 
Journal stock by employee-eligibles and 
to promote stability and continuity of 
management and control of the Company 
in the interest of the Company, the 
stockholder-eligibles and the employee 
eligibles . . .” 
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Rather than have control of the paper 
pass to strangers and with the idea that 
employes should share in the success they 
helped to create, as well as in the respon- 
sibilities of ownership, if they so chose, 
Harry J. Grant, chairman of the board, in- 
itiated the trust plan. An interesting will 
contest involved legacy of the controlling 
stock, but the Company purchased the sale- 
able stock for its treasury, and the three re- 
maining owners each put up 10,000 shares 
for the trust at a price of $35, keeping 30,- 
000 shares each and 80,000 in the Treasury. 

The trust was effected in May, 1937, and 
558 of the 602 eligible employes bought 
shares outright or by the 50% down pay- 
ment, aided by a bonus and 3% loans. Mr. 
Grant and an heir of the founder subse- 
quently made another 18,000 available to 
the trust, at formula price of $46. The per 
share value, on the capital-earnings formu- 
la, had risen to $66.51 by the end of 1945. 
This has given participants the increased 
security of vested interest in the undis- 
tributed surplus. 

Purchase by employes is entirely vol- 
untary, to the extent of unit purchases 
numbering one to three times weekly sal- 
ary, depending on responsibility of posi- 
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Financial highlights during seven years’ oper- 
ation of, Employee Stock Plan 














tion. Provisions are made for resale, via 
the trust, and for purchase upon retirement 
from the company. 

The Unitholders Council of 24 members 
elected by participating employes is in- 
tegral to the plan and advises with the 
board, participates in operational and busi- 
ness affairs, selects six of their Council to 
sit on the company board of directors con- 
sisting of 22 members. Representation on 
the council is provided from each of the 
six major departments of the company, and 
understanding of the business is developed 
through a series of educational meetings. 

Reports and discussion of business and 
financial affairs of the company, as well as 
of departmental functions and operating 
problems, has avoided the pitfalls of spe- 
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This is one of a series of ten advertisements 
in local papers launched by the First National 
Bank of Chicago. The campaign consists of a 
series of quizzes designed to impress Americans 
with the advantages of a free enterprise sys- 
tem, and has attracted national attention. Typ- 
ical of the series, this ad states that the aver- 
age American worker has to work for 25 hours 
to pay for a wool suit and asks how long a 
Russian has to work to pay for a comparable 
garment. Answer: 583 hours. The bank an- 
nounced that mats would be available for any 
bank or company wishing to use the series 
over their own name, and requests were re- 
ceived from thirty-three states and Canada. 
The ads have been collected in a booklet. 
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cialization and promoted understanding of 
the economics of the business. As both 
stockholders and employes, 500 and more 
members of the staff are in a better than 
usual position to understand not only their 
own business but the affairs of the com- 
munity which they investigate, report and 
discuss. The knowledge of the interests and 
contributions of owners as well as of em- 
ployees makes for a balanced viewpoint of 
particular significance in the field of com- 
munity leadership which a _ progressive 
press assumes. 





Record High Trust Business 


THE NUMBER OF NEW ESTATES which 
fell in for administration during this financial 
period exceeded last year’s total, which was 
the highest on record. The value of new 
business for the year was £2,150,914 compared 
with £1,379,660 for the previous year, the 
increase being over three-quarters of a million 
pounds. This figure has only once been ex- 
ceeded in the Company’s history and is repre- 
sented by a well balanced volume of new 
estates, new trusts, settlements, attorneyships 
and agencies. It is also noticeable that with 
the resumption of overseas travel, the number 
of agencies and attorneyships for the manage- 
ment of properties, investments and other 
business interests of clients travelling abroad 
has considerably increased. 


Another pleasing feature of the new busi- 
ness has been the increasing number of cases 
where private executors have requested the 
Company to relieve them of their onerous and 
pressing responsibilities by renouncing their 
executorship in our favour. A most notable ad- 
vance was recorded in the number of new 
wills appointing the Company as Executor. 
These figures are much ahead of those of any 
previous year and show an increase of 60% 
when compared with the average yearly ap- 
pointments of the Company over the previ- 
ous ten years. The Trust and Agency funds 
actually in course of administration at the 31st 
March, 1948 aggregating £18,011,610 show an 
increase of over £890,000. 


The gross revenue from commissions, in- 
terest etc. improved from £64,927 to £73,518, 
but heavier expenditure on administration con- 
sisting in the main of salary increments to 
our staff have absorbed almost the whole of 
this gain. The net profit of £12,847 is slightly 
better than that of the previous year. 


HON. P. A. McBRIDE, chairman, at annual meet- 
ing of Elder’s Trustee and Executor Co. Ltd., Ade- 
laide, So. Australia. 
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WE CAN MEET OUR 
PUBLIC DEBT 


W. RANDOLPH BURGESS 


Chairman of the Executive Committee of the 
National City Bank of New York 


UBLIC opinion about our public debt of 

over 250 billion dollars is not yet clarified 
or confident. There are some who, led by hare- 
brained theorists, think the debt does not mat- 
ter. Others, through pure thoughtlessness, pay 
no heed to the debt, and go on advocating and 
voting for huge new government spending 
programs without restraint. 


But the typical American citizen is seriously 
concerned. To him the debt is overpowering; 
at times he doubts our ability to handle the 
debt and pay it down. To meet the Russian 
threat we are continuing into peace time vast 
military expenditures, and at the same time 
launching a program of aid to Europe and 
China. To do all this and pay off the debt 
too is indeed a large order. 


It is easy to assume that we must again 
go into deficit financing. This easy course is 
the road to ruin. It may be just the course 
that Russia hopes we will follow: to squander 
our substance in great armament and relief 
programs — to continue the inflation of prices 
and the depreciation of the value of the dollar. 
For the Russian threat may be with us for 
many years. 


For these reasons the Committee on Public 
Debt Policy has published six studies analyzing 
aspects of the problem. The final statement of 
conclusion, now in preparation, will be pub- 
lished this summer. The findings will not sup- 
port a counsel of despair; the Committee be- 
lieves it is possible for this country to meet 
its foreign and domestic obligations and at the 


same time make headway in reducing the 
debt. 


The key to our National power to deal with 
this critical problem in the future lies largely 
in government spending. We can’t meet our 
prudent housekeeping, more prudent than our 
political leaders have been providing. It is 
doubtful whether we can keep on spending 40 
billion dollars a year and preserve the same 
human freedoms and economic well-being that 
we cherish. 


While a substantial part of current spending 
is essential for our national well-being and 
the survival of democracy in the civilized 
world, many expenditures are non-essential 





From address at Graduate School of Banking, Rutgers 
University, June 25. 
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or too large. The army of Washington clerks 
is too large. Some of the veterans’ benefits 
are being abused. This is no time for billions 
in public works. Prudent housekeeping can 
trim off enough to make the difference between 
a deficit and a surplus for debt retirement. 
It is an essential point on which we should 
ask a firm commitment from candidates for 
public office. 


















The other basis for hope of our ability to 
conquer this huge debt lies in the nation’s 
great productive capacity. After each earlier 
war we have honored our obligations and 
steadily reduced the debt. For each time we 
have grown up to the debt: our productive 
power and our national income have increased 
to the point where the burden seemed lighter. 
We can do this again if we preserve with care 
the freedom and the incentives which have 
sparked American business enterprise. 
















THE INHERITANCE TAX SECTION of the Nation- 
al Association of Tax Administrators on July 
13 in Toronto, Canada, heard discussions of 
how the new Federal tax law affects the in- 
heritance and estate tax laws of Arkansas, 
Massachusetts, Washington, New Hampshire 
and Kansas. 
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EPENDENT on the public’s opinion, we 
in business must give the public enough 
knowledge about us to reach accurate conclu- 
sions, and also obtain a fair understanding 
ourselves as to how the public thinks. 


As an organization grows, the mileage 
within it increases and top management is 
likely to disappear over the horizon from the 
places where the public is expressing its 
moods. A good beginning is not to forget 
the simple things: 


— Putting yourself in the customer’s place. 

— Telling why you take any particular 
action. 

— Giving reasons when you give answers. 

— Really exerting yourself to meet the cus- 
tomers’ wishes. 

— Meeting the commitments you make. 

— Dealing sympathetically with complaints. 


— Not pushing a customer around from one 
person in the organization to another. 


— Regarding each person you are dealing 
with as an individual. 


— Remembering that employees are people. 


— Being courteous and polite out of sincere 
friendliness. 


— Being good citizens and good neighbors in 
the towns where you live. 


Yet simple as these things sound, for some 
reason no business can do them without con- 
tinuous, conscious, directed effort. And it must 
start at the top. 


The public is our big boss and there is no 
question whatever that public opinion con- 
trols our enterprise. It’s our job and respon- 
sibility to give the best telephone service we 
can and we have pledged ourselves to do that. 
We don’t believe, however, that the public 
should be left unaware of what is entailed in 
the job entrusted to us. We think we ought to 
tell the story candidly, completely and con- 
tinuously. Public opinion may sometimes be 
fractious, and sometimes slow in coming to 
a fair conclusion, but given the facts it can 
be trusted to come up eventually with sensible 
answers. If the facts are not known, how- 
ever, you couldn’t really blame the average 
American for thinking that we might give 


Excerpts from an address. 
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GOOD BUSINESS CITIZENSHIP 


KEITH S. MCHUGH 
Vice president, American Telephone & Telegraph Co. 








better telephone service than we do if we 
used baling wire for circuits and charged 
half the price. 


An important part of our point of view 
is that the public in the first place is entitled 
to know whatever it wants to know about us. 
Should we just answer questions, then, and 
stop there? Well, no—for the reason that 
while a lot of people are in fact interested 
enough to ask us a lot of questions, usually 
the first thought of most Americans each 
morning is not to wonder how the telephone 
company is getting along. They’re more likely 
to be interested in the weather and where 
their rubbers are if it’s raining. To get under- 
standing, it is up to us to spread knowledge 
of the facts about the business. This we do out 
of the conviction, and on the basis of a great 
deal of evidence, that more public knowledge 
makes for more and better telephone service. 


No community will regard an organization 
as a part of the community unless the organ- 
ization shows that it wants to take its fair 
part in local affairs. The people of the com- 
munity have two bases for judgment—first, 
the company’s own behavior as a citizen, as 
made manifest by its local representatives; 
and second, the things which the company’s 
local representatives do as individual citizens 
themselves. Mere location is not enough. It is 
quite possible to be located in Blankville for 
a hundred years and still be an outsider. Con- 
sider some of the attributes of the person who 
most quickly comes to your mind as a good 
citizen. He’s a good neighbor, to begin with 
—friendly, thoughtful of the wishes of others, 
and glad to lend a hand whenever he can 
help. He speaks his mind on community affairs 
but before he does so, he tries to make sure 
he knows whta he is talking about, and he’s 
ready to take his share of responsibility. He 
is not a stuffed shirt. Nor is he merely senti- 
mental. After all, he wants his neighbors to 
think well of him—to earn and keep a good 
name. 





HENRY Forp left approximately $26,000,000 in 
cash deposited to his account in banks. Aside 
from the stock in the Ford Motor Company, 
his estate was valued at $28,398,144, according 
to an inventory filed with the Probate Court in 
Detroit. 
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State-Wide Pension Plan 


GROUP Insurance Plan and an overall 

Trusteed Pension Plan designed to in- 
clude the state’s entire banking fraternity of 
more than 200 banks with over 3,000 employ- 
ees, was announced ‘by the West Virginia 
Bankers Association at its convention on Aug- 
ust 6. West Virginia thus becomes the first 
state to provide both joint death benefit and 
pension coverage. 


Denver L. Morgan, Vice President of the 
Charleston National Bank, and chairman of 
the committee, appointed last year to study 
the matter, outlined the details of the Group 
Insurance Plan. In summary, the plan pro- 
vides a death benefit for all employees of all 
banks joining the plan. The amount of insur- 
ance is to be approximately one year’s salary, 
with a minimum of $1,000 and a maximum of 
$6,000 per employee. This Group Policy which 
is being underwritten by the Aetna Life Insur- 
ance Company, carries a double indemnity 
feature in case of accidental death. The entire 
cost, estimated to be about $12.89 per $1,000 
of coverage per year, will be borne by the 
participating banks. 

Details of the Combined Pension Plan were 
explained to the convention by G. Warfield 
Hobbs, vice president of the City Bank Farm- 
ers Trust Company, New York, the institution 
selected to be trustee of the retirement plan. 
Mr. Hobbs, who was one of the principal con- 
suitants and advisors to the Association Pen- 
sion Committee, pointed out that only nine 
other State Bank Associations have established 
joint Pension Plans. The West Virginia Plan 
consists of a Pension Committee, appointed by 
the Association to administer details of the 
Plan and a Trust Fund to be administered by 
the City Bank Farmers Trust Company. 

Participating banks will contribute actuar- 
ially determined amounts to the Trust Fund. 
Their participating employees will also con- 
tribute during active service, and upon retire- 
ment will receive pension benefits paid out of 
the accumulated trust reserves. When a bank 
joins the Plan all of its employees are eligible 
to participate after two years service and at- 
tainment of age 25. Pension benefits are inte- 
grated with Federal Social Security and for 
future service accrue at the rate of 1% on the 
first $3,000 of earnings, plus 1%% on compen- 
sation over $3,000, times the years of service 
since entering the Plan until actual retirement. 

The cost is to be met through employees con- 
tributions for Future Service amounting to 
2%2% of the first $3,000 of earnings, and 
3°4% of the excess over $3,000, up to a max- 
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imum of $15,000. The difference between total 
cost and that provided by employee contribu- 
tions will be contributed by each participating 
bank for its employees. It is estimated that the 
banks will contribute from two to three dollars 
for each dollar of employee contribution. 


In addition, the banks will pay the entire 
cost of Past Service credited to their present 
group of older employees. The normal benefit 
for Past Service is to be %% on the first 
$3,000 and 1% on the excess, times years of 
service upon entering the Plan, back to age 25. 
However, the Committee will permit banks to 
vary this formula if they so desire. 





Pensions and Collective Bargaining 


PENSION TRUSTS as a subject for compulsory 
collective bargaining was not intended by Con- 
gress when it passed the Wagner Act of 1935, 
stated Robert F. Spindell, attorney, in an ad- 
dress before the Chicago Association of Com- 
merce and Industry on June 10. When the Na- 
tional Labor Relations Board ruled in the 
Inland Steel Company Case that payments into 
the pension plan were “wages” and therefore 
a “condition of employment,” it took the posi- 
tion that these phrases in law expand as con- 
ditions of the time change, including pension 
trusts even if Congress did not originally in- 
tend such. 


Mr. Spindell recommended action to induce 
Congress to exclude employee trusts from the 
bargaining process. In the absence of this em- 
ployers would be in the complex position of 
having to bargain with several unions at the 
same time over a highly technical subject. The 
law requires that the employer negotiate in 
good faith, but he does not have to accept the 
union’s demands. The Board should permit the 
employer to insist upon the representation of 
all unions by one qualified pension specialist. 


IN CONNECTICUT .... 


For Cooperation 
on Banking or 
Trust Matters 


THE STAMFORD TRUST COMPANY 


STAMFORD, CONNECTICUT 
Member Federal Deposit Insurance Corporation 


Starving Capital Formation 


OME way must be found, short of forced 

saving, to slow down spending which is 
forcing up prices and reducing the rate of 
the savings accumulations of the people, Jos- 
eph M. .Dodge, president of the American 
Bankers Association told the annual meeting 
of the New York State Bankers Association 
at Bretton Woods, N. H. Mr. Dodge is pres- 
ident of The Detroit Bank. 


“Reports for the year 1947 show that con- 
sumers spent more on goods and services than 
ever before in our history,” Mr. Dodge said. 
“In 1947, personal consumption spending in- 
creased $21 billion over 1946, and increased in 
every quarter of the year. Savings did not, 
and the year ended with $4 billion less per- 
sonal saving than in 1946. Actually consumers 
spent more than the increase in their personal 
incomes, less tax and other payments. This 
added substantially to the inflationary pres- 
sures. 


“Tt is generally recognized that a high rate 
of capital accumulation is essential to a pro- 
gressively expanding economy, and its prin- 
cipal source is from savings and their invest- 
ment. But, unfortunately, public policy has 
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Detroit Trust Company, with 
over forty years’ experience 
in every phase of trust busi- 
ness, is especially qualified 
to serve in any situation re- 
quiring a Michigan fiduciary. 


DETROIT TRUST (OMPANY 
201 W. FORT STREET Detroit, Michigan 
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brought disadvantages instead of advantages 
to savings. And, unless I miss my guess, the 
decline in the rate of savings accumulation, 
sooner or later, will be publicly and officially 
attributed to everything but its real causes. 
It will become the people’s fault or the fault 
of the banks, and will have nothing to do with 
the inflation, high prices, high taxes, low in- 
terest rates, lack of incentive, the depreciating 
purchasing power of the dollar, or any other 
of the factors beyond the direct control of the 
individual. 


“We speak loudly about the need to maintain 
our heritage of freedom, free private enter- 
prise, and individual initiative; and then turn 
to the government for answers to our problems, 
to subsidize our failures, and to correct our 
excesses. These two views are conflicting and 
fundamentally incompatible. What we need 
most today is more public attention centered 
on public policies and acts which create or con- 
tribute to inflation, and more action directed 
toward eliminating or modifying them. As one 
example, there are indications that we are 
beginning to see some of the consequences of 
starving out capital formation. 


“One of the effects is that business and in- 
dustry have to capitalize themselves by retain- 
ing a larger and larger part of their earnings. 
The need to pay substantial taxes on earnings, 
and to expand and improve, and to carry large 
volumes of business at higher dollar costs, 
means setting aside larger reserves and re- 
taining larger amounts of undistributed earn- 
ings. If approprivate amounts can not be paid 
out in dividends, that again shrinks the new 
capital market. 


“As this situation progresses it tends to dry 
up capital sources, causes greater dependence 
on loans, and leads to larger and larger bus- 
iness units. None of these is healthy or de- 
sirable. Obviously the trend works against 
small business and new enterprise in favor of 
the largest, most firmly entrenched and most 
profitable enterprises. Carried to an extreme, 
it could bring about an unwanted and complete 
change in the form of our economy. This is 
what can happens under a system of taxation 
which stifles enterprise and abolishes the pos- 
sibility of relatively substantial incomes be- 
cause of extravagantly large demands for gov- 
ernment expenditures.” 


TRUSTS AND ESTATES is listed among several 
scores of basic information sources on Profit 
Sharing and Industrial Pensions in the U. S. 
Department of Commerce’s Inquiry Reference 
Service of May, 1948. 
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— WHERE THERE’S A WILL — 


OHN J. PERSHING, General of the Armies, 
gave to the Smithsonian Institution, for the 
United States National Museum, all of his 

military uniforms and equipment and items of 
historic value except for two swords, which 
he leaves to the capitols of Missouri and 
Nebraska, and his Distinguished Service Medal, 
given to his son. He expressed the desire that 
his son, along with General Marshall and Col- 
onels O’Laughlin and Adamson, complete and 
prepare for publication and works which he 
leaves unfinished. The contracts for publica- 
tion of his memoirs and the income therefrom 
are to be treated as part of the residue of the 
estate. 


The University of Nebraska receives $1,500 
as a permanent fund, the income from which 
is to be used to award a gold medal each year 
to the best soldier-student in the cadet corps. 
General Pershing then provided that if, in the 
judgment of his executors — The Riggs Na- 
tional Bank of Washington, D. C., his son and 
Col. Adamson — his net estate shall exceed 
$150,000 after payment of the above bequest, 
the excess is to be applied to the payment of 
legacies totalling $26,500 to several individuals 
and for memorials to his family. The executors 
have estimated the estate at $275,000. 


The rest of the estate, including the $150,000 
is to be held in trust to pay $6,000 a year, out 
of income or principal, to General Pershing’s 
sister. At her death the principal and undis- 
tributed income will go to his son. The trustees 
named are the same as the executors. 


ABEL KNOWLES GAGE, philanthropist 

and widow of a leading New England 
surgeon, gave her executors discretion to pay, 
as convenience permits, any of her gifts within 
five years after probate of her will. Interest 
is to be paid at 3% after three years. 


Her sister receives the life use of a painting 
and certain jewelry, she being amply provided 
for by other means. In addition to cash, the 
painting and jewelry, a niece and a nephew 
are to receive any interest that Mrs. Gage or 
her estate may have or acquire by reason of 
the trust funds established by her mother’s 
will. 

A trust of $30,000 is established to pay in- 
come and so much of the principal to her 
sister-in-law as her comfort and support may 
require. Two mortgages are to be canceled by 
the executors and in one case the mortgagor 
is to receive an additional $2,000. All other 
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obligations of legatees are to be offset against 
the legacies. 

Cash bequests in addition to those heretofore 
mentioned. total more than $533,000, while 
charitable and educational gifts aggregate 
$1,064,000, with the remainder of the estate 
going to a Hospital. 

A cousin and Worcester County (Mass.) 
Trust Company, named as executors and trus- 
tees, are to hold Mrs. Gage’s stock in the 
family company as long as they deem exped- 
ient and desirable in order that the stock may 
be handled in conjunction with that of her 
sister. 


A proposed revision of the first seven arti- 
cles of the Pennsylvania Fiduciaries is being 
distributed by the Committee on Decedents’ 
Estates Laws of the Trust Section, Pennsyl- 
vania Bankers Association. The revision elim- 
inates many of the differences existing be- 
tween the administration of real estate and per- 
sonal property. 
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—THE CAPITALABOR TEAM — 


Developments which have promoted, or promise to promote, mutual 


A. F. of L. Public Relations 


An integrated program of public relations 
under the guidance of professional public re- 
lations counsel has been announced by A. F. 
of L. president William Green. It is expected 
that the Federation will spend $500,000 on this 
program during the next twelve months. Ac- 
cording to Mr. Green, “Today more than ever 
before, it is essential that labor’s point of 
view and labor’s stake in our way of life 
should be made clear to Americans — force- 
fully, honestly, and without distortion. In the 
past, without a public relations program to do 
just that, labor’s side of the picture has not 
always been either fully or sympathetically 
covered.” This action follows the unanimous 
resolution of the 700 delegates to the convention 
last October that organized labor has been 
backward in public relations and must have 
public sentiment with it. 


N. L. R. B. Cancels Bank Poll 


The National Labor Relations Board recent- 
ly ruled that a circular letter sent to employ- 
ees by the president of the Lafayette National 
Bank of Brooklyn, N. Y., on the eve of a bar- 
gaining election constituted interference, and 
ordered a substitute election held. The letter 
in part said: “This union (Employees Inter- 
national Union Local 153, A. F. of L.) has no 
contract with any other commercial bank in 
the city. If you should join this union, you 
would find it difficult if not impossible to get 
a job with any other bank or financial insti- 
tution.” 

The majority of the Board said this lan- 
guage “reasonably construed, appears to us 
definitely to convey a threat of economic re- 
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welfare of employees, employers and providers of capital tools. 





prisal,” and contains “clear implication” that 
the employer would use his influence to see 
that union members could not get jobs else- 
where. 


Union Helps Bosses 


After some sobering talks with the manage- 
ment of the Gale Shoe Co., North Adams, 
Mass., local officials of the Shoe Workers 
Union (Ind.) put a poser to their 300 mem- 
bers. The workers had some $25,000 in paid 
vacations coming to them. But the company’s 
machinery was not the right type to make the 
style of ladies shoes that are in vogue at 
present, and if the plant shut down, it might 
stay shut down unless it could find a way to 
tap this new line of business. Whether or not 
the company stayed open, the workers still 
had their vacation pay coming. The workers 
voted overwhelmingly to waive their vacation 
checks if the management would put this 
money into new machinery and then get back 
into operation as soon as possible. The man- 
agement was more than happy to concur with 
this plan. The plant is now in the process of 
retooling. 


Workers’ Purchasing Power 


Commenting on today’s cost of living in 
their periodical Labor’s Monthly Survey, the 
A. F. of L. noted that since the war “important 
gains have been made toward balancing pro- 
duction with the buying power needed to sus- 
tain full employment. High wages have created 
an immense market .... but high prices have 
interfered and today workers’ income is not 
adequate either to maintain their 1946 standard 
of living or to support full production. The 
charts show how consumers have had to bor- 
row.to meet today’s high costs.” 










BULIONS 
ena THE- EMPLOYEE MAGAZINE of the 
Valley National Bank, Phoenix, 
Ariz., “Round-Up,” has won the 
“a highest award for any publication 
in its class in a recent contest 
sponsored by the International 
8 Council of Industrial Editors. The 
award was made in recognition of 
“exceptional accomplishment in 
achievement of purpose, excellence 


s WPS, AEE, 1945 1996 1997 (948 of editorial content and effective- 


ness of design.” 


TRUSTS and ESTATES 











= 





PRIVATE ENTERPRISE 


- A PUBLIC FRANCHISE 


Meeting the Challenge of Disunity with Enlightened Leadership 


DEAN JAMES E. McCARTHY 
College of Commerce, University of Notre Dame 


HERE was a time—long since passed 

—when capitalism was looked upon 
as a divinely ordained institution under 
which industries existed for only one pur- 
pose: the financial aggrandizement of those 
who owned or operated them. In the days of 
the giants who brought about the American 
industrial revolution, the phrase “get all 
the traffic will bear,” was more than a 
chance remark, it was almost a way of life. 


* But in our more enlightened era, the re- 
lations between the public and industry as 
a whole are more completely determined by 
a concept of public—or common—interest. 
The growth of this concept, however, re- 
ceived but little encouragement from the 
pioneer industrialists and financiers who 
felt that any restriction upon their activities 
was a deprivation, not of privileges which 
they had abused, but of rights that they 
looked upon as peculiar to themselves. 


If the events of our generation have 
proved anything, they have proved that cap- 
italism is not divinely ordained. Actually, 
it must justify itself, and the industries 
which develop under it enjoy no special in- 
dult, but are merely permissive. The people 
give industry its franchise; but what the 
people grant, the people may withdraw. 


ACCENT ON THE POSITIVE 


HIS is why there must be, in the policy- 

shaping councils of business, men who 
think and act in terms of long-range good. 
This is particularly true now when industry 
is on probation, when it is so necessary to 
refute the vague and erratic opinions and 
general misinformation that many of our 
citizens still possess. 


The system of state-ism under which we 
have been operating in recent years has 
robbed us of much of our initiative. It has 
made too many of us dependent, suspicious. 
Consequently, there has been an increasing 
tendency to look upon our people as if they 
were split into groups, more or less isolated 
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—-or insulated—from one another. Each 
group has been arbitrarily tagged with its 
particular label—management, labor, own- 
er, government, privileged, underprivileged, 
the “haves,” the “have-nots,” and so on. The 
implication is that each group is working 
its own side of the street, that the interests 
of any one group are diametrically opposed 
to those of all other groups, and that a vast 
disunity exists among them. 

The existence of such a notion has been 
very much to the liking of the alien ideolo- 
gists who dislike America and its institu- 
tions, and it has served well a number, of 
self-seeking politicians and so-called labor 
leaders. The notion is so false as to be gross- 
ly slanderous, and those who give it cred- 
ence by their actions, or perpetuate it by 
their inactions, are both guilty of sabotage. 


Public opinion is amazingly effective. 
Sometimes long-suffering and slow to act, 
when aroused by real or fancied grievances 
it can be swift, ruthless and unreasoning. 
Since experience has proved this to be true, 
it would seem that industry should have the 
courage to do the obvious thing, to swing 
the balance toward responsibility and re- 
sponsiveness to the public interest. 


AN UNEASY SUFFRAGE 


FFENSES against the public interest 
have taken many forms. For example, 
in the last century, the railroads indulged 
in strange financial underwriting practices, 
raised and lowered rates at will, gave re- 
bates to favored customers, and otherwise 
acted contrary to the public interest. As a 
result, they found themselves with the 
status of a quasi-public utility, their activi- 
ties subject to the scrutiny and approval of 
the Interstate Commerce Commission,, cre- 
ated as the defender of the public interest. 
In like manner, gas, electric light, power, 
water and telephone companies, because of 
sometimes alleged and sometimes proven 
overt acts against the public interest, have 
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been placed under the surveillance of public 
service commissions. One of the newer in- 
dustries, radio broadcasting, enjoys an un- 
easy suffrage under the licensing system of 
the Federal Communications Commission. 








Because our banking system, in certain 
instances, ran counter to the public interest, 
its activities are now policed by both state 
and federal authorities. The Pure Food and 
Drug Act, the Federal Trade Commission, 
state laws and local ordinances relating to 
building and safety—are mediums estab- 
lished to protect the common interest. And 
unfortunately, there is no lightning rod to 
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insulate the innocent against the lightning 
of an aroused public opinion. Government 
regards business only as an instrumentality 
for the exaction of private profit, and large- 
ly fails to recognize its essential purpose as 
a social agency for satisfying human needs. 


DERELICT IN BUSINESS EDUCATION 


HE so-called liberals, the leftist com- 
mentators of radio and newspapers, are 
still infected by the virus of what they call 
“a modified form of private enterprise.” 
That term is only a sugar-coated name for 
totalitarianism. These propagandists have 
been afforded too many opportunities to 
invade our minds and our homes with this 
alien ideology. Greatest power for good or 
evil in the world today lies in control of 
good publicity, a significant fact that many 
of our business leaders have failed to grasp. 
That Private Enterprise has not been 
above suspicion seems to be in part the 
fault of business, in not having told a con- 
vincing story of how it serves the public. It 
is the duty and right of leaders of American 
industry and finance to make our people un- 
derstand that we are united in the achieve- 
ment of a common destiny. 

In the public interest they must enter 
vigorous protest against the slow-downs 
and feather-bedding practices that are crip- 
pling production and encouraging price 
structures which, if permitted to continue, 
will surely bring about the depression that 
no one wants. 

The less enlightened managers of bus- 
iness, by their collective inability to prop- 
erly appraise the nature of the plot designed 
to destroy private enterprise have, by this 
dereliction, largely forfeited their right to 
serve as the accredited leaders in planning 
the course of economic conduct we should 
pursue in the period ahead. 

Every enlightened advertising or public 
relations practitioner believes that it is part 
of his duty to keep the general public in- 
formed regarding the economic problems of 
our times—and never has there been a prob- 
lem as serious as this. We must capably 
dramatize every factor pertaining to our 
economic order: we must repel the slanted 
propaganda that is being employed to point 
up the weaknesses and deny the strength of 
our economic system. 
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Program for Section of 


REAL PROPERTY, PROBATE and TRUST LAW 
American Bar Association; Seattle, Sept. 6-7 


MONDAY: 2:00 P.M. 


Discussion of- Proposed Rule to Govern Con- 
demnation Cases in District Courts 


“The Answer to Legal Problems Concerning 
G Bonds,” by Hon. Thomas J. Lynch, Gen- 
eral Counsel, Treasury Department 


TUESDAY: 9:30 A.M. 
Discussion of Proposed Uniform Ancillary Ad- 
ministration of Estates Act 
Summary of Reports of Committees 

Substantive Changes in Real Property Law, 
Edward C. King, Boulder, Col. 

Legislation Affecting Real Property, W. 
Carloss Morris, Jr., Houston 

Significant Decisions on Real Property Law, 
Ofell H. Johnson, Seattle 

Current Literature Relating to Real Proper- 
ty Law, Jos. R. Shaughnessy, New York 

Planning, Rebuilding and Developing Metro- 
politan Communities, Harry M. Cross, 
Seattle 

Public and Private Housing, Robert Louis 
Hoguet, New York 

Model Probate Code, R. G. Patton, Minne- 
apolis 

Pension and Profit-Sharing Trusts, Bernard 
E. Farr, New York 

Prudent-Man Rule for Trust Investments, 
Fred N. Oliver, New York 

Standard Clauses for Wills and Trusts, 
Morse Garwood, Philadelphia 

State and Federal Taxation, Joseph F. Mc- 
Cloy, New York 


State Legislation Affecting Trusts and Es- 
tates, Harry Gershenson, St. Louis 
Trust and Probate Decisions, H. E. Chen- 

oweth, Cleveland 


Trust and Probate Literature, Emma M. 
Cummings, Boston 


TUESDAY: 2:00 P.M. 


“A Comment on the Social Aspects of Estate 
Taxation,” by Robert M. Alton, Portland, 
Ore., President, Trust Division, American 
Bankers Association 

“Some Lessons from a Comparative Study of 
American Probate Legislation,” by Lewis M. 
Simes, University of Michigan Law School 

“Estate Planning under the New Tax Law,” 
Don H. McLucas, Attorney, The Northern 
Trust Co., Chicago. 
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Trust Development Commission 
Reports 


HE JOINT COMMISSION to study trust 

business in West Virginia, made three 
recommendations to the State Bankers Associa- 
tion convention on August 7th. Based on the 
results of a survey conducted under the chair- 
manship of G. H. Lawhead, vice president and 
trust officer of The Flat Top National Bank of 
Bluefield, the recommendations are: 


1, That a permanent committee of experi- 
enced trust men be appointed to aid 
supervisory authorities in making a com- 
plete analysis of a territory before trust 
powers are granted to a bank therein. 
This committee would aid the bank in 
setting up its trust departments and would 
urge the employment of adequate and ex- 
perienced personnel. 

. That the Association recommend to its 
members the importance of commercial 
bank officers’ selling trust services to their 
customers. 


. That the Association recommend to its 
members the importance of full coopera- 
tion with attorneys and bar associations 
in the development of trust business. 


THE 
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The joint commission, which was appointed 
pursuant to a resolution adopted at the 1947 
convention of the Association, found that in 
14 counties where trust departments exist a 
total of 683 estates in excess of $5,000 were 
handled by individual fiduciaries last year, with 
an aggregate value of $16,000,000, whereas 
banks administered only 94 estates represent- 
ing $9,000,000. In four other counties with 
trust departments, no figures were available, 
while two banks reported that they had qual- 
ified in estates in counties where there are 
no trust departments. All the other estates in 
the 37 counties without trust departments were 
handled by individuals, Mr. Lawhead re- 
ported. 


Replies to the commission’s questionnaire 
revealed that banks in West Virginia are ad- 
ministering $129,500,000 of trust assets, 65% 
of this total being in Ohio and Kanawha coun- 
ties (Wheeling and Charleston the county 
seats). Trust resources exceeding $5 million 
were reported by seven banks, while eleven had 
between $1 and $5 million, nine between 
$500,000 and $1 million, and ten under 
$500,000. 


Only 13 banks have full-time trust officers 
and only 19 have an active trustee committee. 
In three institutions, trust activities are han- 
dled by the executive committee. Of 35 report- 
ing banks, 19 stated that they are willing to 
accept estates with co-fiduciaries on a split fee 
basis ranging to 50%, whereas the others 
indicated that they would not do so on any 
basis. Twenty-six banks, mainly in the five 
large cities, replied that their departments 
were operating profitably, but the others ex- 
pect their business to develop to a profitable 
point, Mr. Lawhead observed. 

(For report by a similar commission in Ala- 
bama, see the July issue at page 60.) 


Corporate Fiduciary Associations 
Elections 


Trust Committee, Indiana Bankers Assn.: 
Chairman: Earl G. Schwalm, Lincoln National 
Bank & Trust Co., Fort Wayne; Vice-Chair- 
man: John T. Royse, Merchants National Bank, 
Terra Haute. 

Corporate Fiduciary Assn. of Houston: Pres- 
ident: Arthur Trum, South Texas Commercial 
National Bank; Vice President: W. P. Mache- 
mehl, Second National Bank; Secretary-Treas- 
urer: William W. Stewart, Houston Bank & 
Trust Co. 

Trust Committee, New Hampshire Bankers 
Assn.: Chairman: James S. Barker, The Indian 
Head National Bank of Nashua. 
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PERSONNEL CHANGES in TRUST INSTITUTIONS 


CALIFORNIA 


San Francisco—H. E. Olney was made as- 
sistant trust officer at CROCKER FIRST NATION- 
AL BANK. F. W. Ross, in the new business de- 
partment, was made a vice president. 


COLORADO 


Denver—See Dallas, Tex. 


CONNECTICUT 


Bridgeport—Charles W. Bitzer, vice pres- 
ident, treasurer, director, and member of the 
executive committee of BRIDGEPORT-CITY TRUST 
Co., was elected president to succeed the late 
Horace B. Merwin. A native of Bridgeport, Mr. 
Bitzer is a past president of the Association of 
State Banks and Trust Companies, and the 
Connecticut Bankers Association. Robert H. 
Whitney was elected 1st vice president and 
treasurer. 


DELAWARE 
Wilmington—See Lynchburg, Va. 
FLORIDA 


Miami—Wiley R. Reynolds has been elected 
honorary chairman of the First NATIONAL 
BANK; Celement B. Chinn elected president. 


ILLINOIS 


Chicago—Ernest P. Crossen, with the In- 
vestment Research Department of CHICAGO 
TITLE & Trust Co., has been appointed assis- 
ant treasurer. Mr. Crossen is a graduate of 
Toronto University and Columbia University 
School of Business, and a veteran of both 
world wars. 


INDIANA 


Evansville—William A. Carson succeeds 
Robert D. Mathias as president of OLD NATION- 
AL BANK. Mr. Mathias recently became pres- 
ident of the newly formed Chicago National 
Bank. 


LOUISIANA 


New Orleans—At LOUISIANA SAVINGS BANK 
& Trust Co., John E. Morgan was named trust 
officer in addition to his present title of as- 
sistant cashier: He succeeds Ladd Dinkins, re- 
cently resigned. 


MASSACHUSETTS 


Boston—Richard P. Barnard has been ap- 
pointed assistant trust officer at NEW ENGLAND 
Trust Co. 
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MINNESOTA 


Minneapolis—In the trust department of 
First NATIONAL BANK, Kenneth R. Johnson 
and Frank B. Krause were promoted to assis- 
tant secretaries. Mr. Johnson, a graduate of 
the University of Minnesota law school, has 
been associated with the First National since 
1933 and has served in the income tax and 
probate divisions of the trust department. 
During the war he was on active duty with the 
Marine Corps for three years, being discharged 
with the rank of major. Mr. Krause joined 
the bank in 1941. A graduate of Carleton Col- 
lege and the University of Minnesota law 
school, he two years later became associated 
with the corporate division of the trust de- 
partment. 


NEW YorRK 


Buffalo—Berthel E. Esperson was appointed 
an assistant vice president in charge of the 
estate planning department of MANUFAC- 
TURERS & TRADERS TRUST Co. Howard C. 
Minich appointed assistant secretary in that 
department. 


Huntington—Harold L. Tuttle, secretary and 
trust officer, has beén elected president of 
BANK OF HUNTINGTON & TRUST Co., to suc- 
ceed the late Addison W. Sammis. Russell L. 
Corsa, assistant secretary, was named trust 
officer; Richard E. Lott, assistant secretary, 
made assistant trust officer. 

Watertown—Miss Grace M. Sloat, assistant 
trust officer, was named trust officer and as- 
sistant secretary of the NORTHERN NEW YoRK 
Trust Co. Arthur C. Stever, Jr., assistant 
trust officer, was elected treasurer and assistant 
secretary; Leon Schwerzmann, former as- 
sistant district attorney, elected trust officer. 
The bank now has three full trust officers, in- 
cluding president Bernard A. Gray. 


OHIO 


Youngstown—UNION NATIONAL BANK elect- 
ed two assistant trust officers: G@. Thomas Wick 
and Miss Katherine McGavin. 

Zanesville—John M. Dunnick has been elect- 
ed assistant trust officer of the First TRUST 
& SAVINGS BANK, having resigned that position 
with the Huntington National Bank of Colum- 
bus recently. 


PENNSYLVANIA 


Philadelphia—Willard L. Case, Jr., assistant 
trust officer of PENNSYLVANIA. COMPANY FOR 
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BANKING & TRuSTs, has been elected assistant 
secretary and transferred to the banking de- 
partment, where he will continue to supervise 
The Penco Plan, which is The Pennsylvania 
Company’s pension trust fund for employees of 
banks throughout the state. 


Philadelphia — PROVIDENT TRUST Co. an- 
nounced the election of the following who were 
officers of the Northern Trust Co., recently 
absorbed by Provident: vice presidents: Wil- 
liam C. Harter, Clinton S. Stiefel, Walter T. 
Andrews, and Kenneth B. Crawford; trust 
tax officer: John M. Morrissey; assistant treas- 
urer: August F. Seemet. Provident Trust offi- 
cers promoted were: Charles F. Nagel to vice 
president; Russell Lamon and Russell Richie 
to assistant trust investment officers. 


TENNESSEE 


Chattanooga—AMERICAN TRUST & BANKING 
Co. (which is applying to the Comptroller of 
the Currency for a national bank charter and 
to change its name to American National 
Bank & Trust Co.) has made the following 
promotions: Charles F. Emerson to vice pres- 
ident and trust officer; Will L. Harris to vice 
president, specializing in investments of the 
trust department. E. Y. Chapin, Jr., executive 
vice president, formerly held the trust officer 
position now being assumed by Mr. Emerson. 


TEXAS 


Dallas—J. Howard Ferguson, former pres- 
ident of the United States National Bank, 
Denver, was elected vice president of REPUBLIC 
NATIONAL BANK. 

Galveston—Cecil M. Rhodes assumed his new 
duties as vice president of CITY NATIONAL 
BANK, after having resigned as assistant trust 
officer of Central National Bank, Richmond, 
Va. 


VIRGINIA 


Lynchburg—LYNCHBURG TRUST & SAVINGS 
BANK added to its staff H. Holmes Smith, Jr., 
as associate trust officer. Mr. Smith was an 
assistant trust officer with the Equitable Trust 
Co. of Wilmington, Del., until 1942. A graduate 
of the American Bankers Association Graduate 
School of Banking. 


Richmond—See Galveston, Texas. 


Winchester—Howard A. Holland has been 
appointed trust officer to succeed the late Ed- 
ward G. Rusk ,at SHENANDOAH VALLEY NaA- 
TIONAL BANK. Mr. Holland has had 12 years 
experience with the Chase National Bank in 
New York and the First National Bank of 
Baltimore. 
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WASHINGTON 


Seattle — Har- 
vard Palmer, 
prominent local 
attorney, has been 
elected to the post 
of assistant vice 
presidentand 
trust officer of 
SEATTLE - FIRST 
NATIONAL BANK. 
Mr. Palmer has 
been with the law 
firm of Emory, 
Howe, Davis and 
Riese, which is 
general counsel 
for the bank. He 
will assume gen- 
eral administra- 
tive duties in the 
trust department. 


HARVARD PALMER 


Another impor- 
tant change was 
in the advance- 
ment of Walter J. 
Brewer to assis- 
tant vice presi- 
dent and trust 
counsel. Mr. 
Brewer has been 
with the bank 
since 1926 and 
has been serving 
as trust officer 
and trust counsel. He will now concentrate on 
new business and estate planning. He is pres- 
ident of the Seattle Life Insurance and Trust 
Council. 


WALTER J. BREWER 


CANADA 


Toronto — The 
Rt. Hon. J. L. 
Iisley, P.C., K.C., 
was elected a di- 
rector of TORONTO 
GENERAL TRUSTS 
CORPORATION, and 
also appointed 
chairman of the 
Montreal Branch 
Advisory Board. 
Mr. Ilsley was 
Minister of Fi- 
nance in the Can- 
adian War Cab- 
inet from July, 

J. L. ILSLEY 1940, until De- 
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cember, 1946. He then held the portfolio of 
the Minister of Justice until June, 1948, when 
he retired. He recently resumed the practice 
of law in Montreal with the firm of Ilsley, 
Duquet and MacKay. 


Trust Institution Briefs 


Pine Bluff, Ark.—Trust powers were granted 
the NATIONAL BANK OF COMMERCE under the 
Federal Reserve Act. 

Fullerton, Cal.—First National Trust & Sav- 
ings has been absorbed by the BANK OF AMER- 
IcA N. T. & S. A. of San Francisco. 

Los Angeles, Cal.—Russell C. Lemmon, vice 
president and assistant trust officer of FARM- 
ERS & MERCHANTS BANK, is celebrating his 
30th anniversary with the bank. 

Centralia, Ill—City NATIONAL BANK has 
been granted trust powers under the Federal 
Reserve Act. 

Chicago, Ill—Lloyd H.. Geil, 2nd vice pres- 
ident of NORTHERN TRUST Co., has been elected 
president of the Chicago Chapter, Public Re- 
lations Society of America. 

Hillsboro, I1]—CoMMERCIAL NATIONAL BANK 
has been granted trust powers under the Fed- 
eral Reserve Act. 

Pontiac, Ill.—The trust certificate of ILLI- 
NoIs STATE SAVINGS BANK has been cancelled. 


Burlington, Iowa — BURLINGTON SAVINGS 
BANK has changed its name to BURLINGTON 
BANK & TrusT Co. W. H. Swiler is president 
and trust officer; Juanita Bindon, assistant 
trust officer. 

Lubbock, Texas—Trust powers have been 
granted the First NATIONAL BANK under the 
Federal Reserve Act. 


In Memoriam 


RUDOLPH FELSCH, retired trust officer of 
Boston’s National Bank, St. Louis, Mo. 

HoracE B. MERWIN, president of Bridgeport- 
City Trust Co., former vice president of Con- 
necticut Bankers Association. 

GEORGE D. PEDIGO, vice president and trust 
officer of City National Bank of Galveston, 
Texas. 

ARTHUR M. SCULLY, senior vice president of 
Mellon National Bank & Trust Co., Pittsburgh, 
and Chancellor of the Pittsburgh Diocese of 
the Episcopal Church, the highest lay position 
n the church. 

CHESTER A. WENDELL, vice president and 
trust officer of Canton National Bank, Ohio. 
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New Officers of Life Insurance 
Trust Councils 


CONNECTICUT: ° 


President: Russell J. Holden, First National 
Bank & Trust Co., Bridgeport 


Vice Pres.: Kenneth V. Robinson, New Eng- 
lang Mutual Life Ins. Co., Waterbury 


Secretary: G. Harold Welch, The New Haven 
Bank N.B.A., New Haven 2 

Treasurer: Frank S. Brainard, Mutual Ben- 
efit Life Ins. Co.,, New Haven 9 


WASHINGTON, D. C.: 


President: T. Loehl O’Brien, Massachusetts 
Mutual Life Ins. Co. 


Vice Pres.: J. Wesley Clampitt, Jr., Union 
Trust Co., Washington 


Secretary: Bernard L. Amiss, Washington 
Loan & Trust Co. 


Treasurer: Roger L. Baldwin, Northwestern 
Mutual Life Ins. Co. 


CHICAGO: 


President: Walter N. Hiller, C.L.U., Penn 
Mutual Life Ins. Co. 


Vice Pres.: Louis W. Fischer, American Na- 
tional Bank & Trust Co. 


Permanent home of the American College 
of Life Underwriters which became a reality 
on June 16th when, after twenty-one years of 
increasingly successful operation, the College 
acquired its own headquarters building at 
3924 Walnut Street, Philadelphia. In a broad 
sense this new home will be the first permanent 
national center of insurance education on the 
collegiate and professional level since, in addi- 
tion to the American College, it will also house 
the American Society of Chartered Life Under- 
writers, the S. S. Huebner Foundation for In- 
surance Education, and the American Institute 
for Property and Liability Underwriters. 
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Secretary: Victor Cullin, Chicago Title & 
Trust Co. 


Treasurer: Nelson D. Phelps, C.L.U., North- 
western Mutual Life Ins. Co. 
BOSTON : 


President: Robert J. Lawthers, New England 
Mutual Life Ins. Co. 


Vice Pres.: Frank A. Lynch, State Street 
Trust Co. 


Secretary: William C. Coogan, 150 Congress 
St., Boston 10 


Treasurer: Charles H. Deming, National 
Shawmut Bank 
BALTIMORE: 


President: Herbert M. Taylor, Provident 


Mutual Life Ins. Co. 


Vice Pres.: George D. F. Robinson, Jr., 
Baltimore National Bank 


Secretary: Ernest Poyner, Union Trust Co. 
Treasurer: F. Gibbs LaMotte, Special Agent, 
Mass. Mutual Life Ins. Co. 
CHARLOTTE, N. C.: 


President: B. W. Barnard, American Trust 
Co. 


Vice Pres.: M. W. Peterson, C.L.U., Lincoln 
National Life Ins. Co. 


Secretary: Archie Carroll, C.L.U., New Eng- 


land Mutual Ins. Co. 


Treasurer: Julian Squires, Commercial Na- 
tional Bank 


Executive Committee members: Arch Ames, 


Prudential Ins. Co. and Sam T. Thorne, 
Jr., Wachovia Bank & Trust Co. 


PITTSBURGH : 


President: Gilbert G. Osmer, Union National 
Bank of Pittsburgh 


Vice Pres.: R. Maxwell Stevenson, Berkshire 
Life Ins. Co. 


Secy-Tr.: Ross S. Edgar, Pittsburgh Life 
Underwriters Assn., 2012 Clark Bldg., 22 


THE LIFE INSURANCE AND TRUST COUNCIL OF 
Los ANGELES at its July meeting, heard Sidney 
D. Krystal, an attorney specializing in tax mat- 
ters, speak on “Taxability of Inter-Vivos 
Trusts for Minor Children.” At this meeting 
new Officers of the Council were elected con- 
sisting of: president, R. C. Lemmon, vice pres- 
ident and assistant trust officer of The Farmers 
and Merchants National Bank of Los Angeles; 
vice president, George P. Quigley of Provident 
Mutual Life Insurance Company; secretary- 
treasurer, William R. Spinney of The Title 
Insurance and Trust Company. 
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Newly Elected State Vice Presidents 
of Trust Division, 
American Bankers Association 


(Addenda to list published in June issue) 


Colo.——Hugh McLean, trust officer, Colorado 
National Bank, Denver 

Conn.—Jeremiah H. Bartholomew, Jr., trust 
officer, Hartford-Connecticut Trust Co. 

Ga.—H. M. Herin, vice-president and trust 
officer, Columbus Bank & Trust Co. 

Idaho—G. J. Gardner, assistant vice-president, 
First Security Bank of Idaho, Boise 

Maine—Stephen D. Trafton, vice-president 
and trust officer, Manufacturers National 
Bank, Lewiston 

Mich.—Earl H. Cress, president, Ann Arbor 
Trust Co. 

Minn.—R. C. Hinze, vice-president and trust 
officer, First National Bank, Winona 

Mont.—E. P. Frizelle, vice-president, Metals 
Bank & Trust Co., Butte 

Nev.—R. O. Kwapil, vice-president and trust 
officer, First National Bank, Reno 

N. Y.—A. C. Livingston, vice-president, Ma- 
rine Trust Co., Buffalo 

N. D.—Pershing Boe, trust officer, First Na- 
tional Bank & Trust Co., Fargo 

Ore.—Lorne L. Miller, vice-president, Port- 
land Trust & Savings Bank 

S. D.—R. A. Pankow, trust officer, First Na- 
tional Bank & Trust Co., Sioux Falls 

Utah—Reed E. Holt, vice president and trust 
officer, Walker Bank & Trust Co., Salt Lake 
City. 

Vt.—H. F. Ordway, trust officer, Howard Na- 
tional Bank & Trust Co., Burlington 

Va.—Landon C. Horne, trust officer, First Na- 
tional Bank, Danville. 

Wash.—R. A. Stejer, cashier, Washington 
Trust Co., Spokane 

Wis.—P. H. Schroeder, cashier, Bank of 
Madison 

Wyo.—W. Robert Dubois, trust officer, Stock 
Growers National Bank, Cheyenne 


TRUST DEPARTMENT GROSS EARNINGS of mem- 
ber banks in four Federal Reserve Districts 
showed the following approximate rates to 
total earnings of banks reporting trust de- 
partment income: 

District 1947 
Third (Philadelphia a 4.2% 
Fifth (Richmond) 4.1 
Twelfth (San Francisco) i 3.1 
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Western Trust Conference Committees 


LeRoy B. STAVER, trust officer of the United 
States National Bank, Portland, Oregon, has 
been named general chairman of the annual 
Western Regional Trust Conference to be held 
in that city on October 13, 14, and 15, under 
the auspices of the Trust Division of the Amer- 
ican Bankers Assoeiation. 


Kenneth D. Root, also of United States 
National Bank, is chairman of the Hotel and 
Facilities Committee; while M. H. Erz, trust 
officer, Title and Trust Company, Portland, is 
chairman of the Registration and Information 
Committee. 


New showplace quarters, reminiscent of the 
interior of Colonial Williamsburg homes, were 
opened in late July by Security Trust Com- 
pany of Miami. From the white Georgian pedi- 
ment over the entrance to the goose quill pen 
on President Oscar F. Miller’s desk, the con- 
struction and furnishings are faithful repro- 
ductions of the famed Williamsburg decor. 
The offices, on the new mezzanine floor of the 
downtown Shoreland Building, have been the 
subject of interior decorating articles in the 
Miami newspapers. The idea of reproducing a 
colonial setting for trust offices was conceived 
by Lindsey Hopkins, Jr., of Atlanta and 
Miami, a member of the board of this strictly 
fiduciary institution. The reception room is 
shown above, with Sheraton sofa, drum Georg- 
ian table and Chippendale chairs. 


Trust Business in Canada 


“THE VOLUME OF BUSINESS under administra- 
tion of our member companies shows an in- 
crease of close to twenty per cent since 1939, 
real evidence that corporate trusteeship stead- 
ily grows in public favor. As we serve more 
people it becomes ever increasingly important 
that we administer our affairs in a way that 
will be beyond criticism. The proportion of 
smaller estates in relation to the entire number 
under our administration is on the increase. 
Despite the lower average dollar volume and 
other added problems, including the duplica- 
tion of Succession Duty settlements with two 
authorities, coupled with increased costs of 
operation, we are serving our clients and bene- 
ficiaries on practically the same remuneration 
basis as has existed for a score and more of 
years. 


It has frequently been said by economists and 
others who analyze statements of corporations, 
that in relation to the volume of business trans- 
acted, and apart altogether from the responsi- 
bility involved, the margin of profit in our 
type of institution is low, and in comparison 
with many types of business measures up 
rather poorly. We can take pride in the fact 
that we have been able to cope with this sit- 
uation and maintain our services at a high 
level. While there is little seemingly that we 
individually, or as a group, can or should do 
at present in respect to fees allowed by the 
Court, we can accomplish something ourselves 
in respect to Living Trusts and Agency work, 
and also in respect to co-executorships. We 
have in the past probably been too ready to 
accept certain types of trust business, co- 
executorships included, without paying suffi- 
cient regard to a proper and fair reward for 
our services. Our American friends, with 
longer experience, have explored this subject 
to a greater degree. Their monetary reward 
is greater and in certain States the co-execu- 
tor receives a sole executorship allowance.” 


J. W. SCOTT, in address as retiring president of 
The Trust Companies Association of Ontario. 


A NEW FORM of combination checkbook and 
accounting records known as Chec-Count has 
been designed and copyrighted by W. P. Mach- 
emehl, trust officer of the Second National 
Bank of Houston. It provides a simple method 
of keeping records for the average professional 
man, executive, salaried employee, investor, 
commission salesman and small businessman. 
It makes as nearly automatic as possible the 
task of keeping adequate records for income 
tax, credit, budget and financial statement 
purposes on double-entry accounting principles. 
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The Hanson family of “I Remember Mama” 
faced the future with confidence—a confidence 
all due to Mama. “If anything goes wrong,” 
said Mama, “there’s always my Bank Account 
to pull us through.” 


Things worked out fine for the Hansons. And 
they never realized that Mama’s Bank Account 
was Mama’s own myth. 


But the average family can’t be fooled with 
a myth. The average family needs real savings, 


real security protecting them. 


That’s why so many families have begun 
to save the automatic, worryless way—with 
U.S. Savings Bonds that pay back four dollars 
for every three in just ten years. 


And to make it simpler still, your govern- 
ment offers you two fine plans for their pur- 
chase: (1) The Payroll Savings Plan at your 
firm. (2) For those not on a payroll, the Bond- 
A-Month Plan at your bank. 


AUTOMATIC SAVING IS SURE SAVING- U.S. SAVINGS BONDS 


Contributed by this magazine in co-operation with the | + US. > | 


Magazine Publishers of America as a public service. 
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Additional Legislation 


(For prior reports on 1948 legislation, see 
earlier issues of Trusts and Estates.) 


MISSOURI 


S.B. 3351: Changes prior statute so as to 
permit inheritance by adopted child from adopt- 
ing parent of property limited expressly to 
heirs of the body of such adopting parent. 


NEW JERSEY 


Ch. 238: Permits fiduciary to dispose of de- 
cedent’s property while the estate is involved 
in litigation. 


Ch. 265: Validates foreign wills probated 
between July 4, 1918 and July 4, 1928 where 
record lacks proof that will was executed in 
manner prescribed by New Jersey law relating 
to passing title to real estate and further val- 
idates conveyances made pursuant to such 
wills. 


Ch. 268: Exempts from tax bequests to non- 
profit educational institutions, including for- 
eign ones where reciprocity exists. 
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Missouri’s 
Largest Fiduciary 


This company engages only 
in the trust business. It does 
no banking business. It 
accepts no deposits. 


It administers more trust 
property than any other Mis- 
souri financial institution. 


It is the oldest trust com- 
pany in Missouri. 


For ancillary service in 
Missouri or Southwestern 
Illinois consult 


ST. LOUIS UNION 
TRUST COMPANY 


ST. LOUIS, MISSOURI 


Affiliated with the First National Bank 


Government Securities in Trust Funds 


ESTIMATED LIQUID ASSET HOLDINGS of trust 
funds administered by corporate trustees total 
$21.6 billion at the end of 1947, according to 
a study published in the June Federal Reserve 
Bulletin. Of this figure, representing almost 
10% of the total $236.8 of liquid asset hold- 
ings of individuals and businesses, $19.5 bil- 
lion is in U. S. Government securities. The 
remainder is in demand deposits ($1.6), time 
deposits ($0.3) and savings and loan shares 
($0.2). 

These figures would indicate that govern- 
ment bonds account for somewhere between 
40 and 60 per cent of funds handled by trust 
institutions, depending on estimates of the 
latter total which are inconclusive because of 
variations in valuation practices. (See March 
1948 Trusts and Estates 206 and Jan. 1947 
E 95). 


TRUST DEPARTMENT GROSS EARNINGS of 493 
Illinois State banks in 1947 were $4,689,479 
out of total bank earnings of $63,043,963. In 
1946 the figures were $4,480,065 and $58,502,- 
408, as reported by the Auditor of Public 
Accounts. 


MARYLAND 


TRUST COMPANY 
BALTIMORE 


Federal Reserve System 
Since 1917 
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ESTATE TAX 


Bank deposits of non resident decedent. De- 
cedent, a resident of Switzerland and a citizen 
of Chile, died May 29, 1942. She was not en- 
gaged in business in the United States at any 
time. Her son, a resident of Switzerland, died 
a short time before. He left all his property, 
including a bank deposit of $15,344 in the 
Guaranty Trust Company of New York, to 
decedent. Upon the death of the mother, the 
Commissioner included as part of her gross 
estate, the money on deposit with the Guaranty 
Trust, which by that time had increased to 
$16,190. 


HELD: The money on deposit is excludible 
from the gross estate under I.R.C. Section 
862(b). That section provides that any moneys 
deposited with any person carrying on the 
banking business, by or for a non-resident not 
a citizen of the United States, who was not 
engaged in business in the United States at 
the time of his death, shall not be deemed 
property within the United States. In this 
case, there were no known creditors of the 
son in New York State at the time of his 
death, and the mother immediately became 
the owner of the bank deposits in question. At 
all times prior to her death it was money on 
deposit in the United States for her use and 
benefit within the meaning of the statute. 
Est. of DeEissengarthen v. Comm., 10 T.C. No. 
165, June 30. 


Community property converted into separate 
property. Commencing in 1912 and continuing 
until 1937, decedent turned over to his wife 
as her separate property a portion of his earn- 
ings which she invested in stocks and bonds 
and later reinvested in real property. In 1937, 
a holding company was formed. Decedent- and 
his wife transferred to holding company five 
parcels of real estate in exchange for 1,000 
shares of stock which were issued to decedent’s 
wife. The real estate had all been held, prior 
to the exchange, in the name of the decedent’s 
wife, having been acquired at different times. 
From 1915 to 1927, decedent purchased certain 
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annuity and endowment policies with commun- 
ity funds. These were later assigned to the 
wife for life and then to the children. Upon 
decedent’s death in 1943, Commissioner in- 
cluded in decedent’s estate 561 shares of the 
holding company stock and the insurance pol- 
icies. 

HELD: The property was the separate prop- 
erty of the wife and not includible in the gross 
estate of the decedent. In 1937 he and his wife 
reported their income on a community property 
basis, on the advice of their auditor. From 1915 
to 1937, they had filed separate returns which 
indicated strongly that the property in question 
was part of the estate of the wife. If the prop- 
erty belonged to the wife prior to 1937, the 
conclusion is inescapable that it belonged to 
her after that time. Est. of French v. Comm., 
7 T.C. Memo., June 23. 


Timely disclaimer of intervening trust es- 
tate. In 1917, decedent created a trust for the 
benefit of herself for her life. Remainder in- 
terest in the principal was nominally given to 
decedent’s sister, but “trusting that she will 
carry out my wishes and intentions.” The in- 
tentions referred to were to the effect that 
principal of the trust would be paid out entire- 
ly to organizations “devoted exclusively to re- 
ligious, scientific, educational and charitable 
purposes.” Her sister, who was one of the 
trustees of the trust, was fully aware of these 
desires. Decedent died in July, 1942. On August 
30, 1944, the sister filed a disclaimer under 
I.R.C. Sec. 812(d), whereby she irrevocably 
disclaimed any interest whatsoever in the trust 
as a beneficiary thereof. Commissioner admit- 
ted that the disclaimer was in proper form and 
had been filed in tizae but disallowed the deduc- 
tion for transfers to charitable organizations. 
Deficiency of $3,253,000 was determined. 


HELD: Deficiency erroneous. Even though 
the precatory language used by decedent in 
the trust might have left an ambiguous legal 
situation as to the ultimate charitable use of 
the trust property, the disclaimer at once elim- 
inated the sister’s intervening estate and ful- 











filled the requirements of the estate tax pro- 
visions. Est. of Doane v. Comm., 10 T.C. No. 


162, June 30. 


Transfers in contemplation of death. De- 
cedent and his wife, residents of California, a 
community property state, acquired consider- 
able property during their lifetimes. They al- 
ways considered that they owned the property 
together, “half and half,” and since they were 
happily married, they never discussed a di- 
vision of the property. In the latter part of 
1942, on special advice, decedent entered into an 
agreement with his wife, whereby the com- 
munity property held was converted into a 
tenancy in common. The purpose of the trans- 
fer was to lessen the, estate tax that might 
be imposed on the entire estate in the event 
of one predeceasing the other. Upon the death 
of the decedent, about a year and a half later, 
Commissioner determined that the transfer 
was made in contemplation of death. 

HELD: Commissioner sustained. Commis- 
sioner did not contend that the transfers were 
prompted by any apprehension or premonition 
on the part of the decedent that death was 
imminent. Instead, he argued that the sole 
motive behind the transfers was to avoid the 
estate tax to which the property would other- 
wise be subject at decedent’s death. Since the 
transfer were not made for an adequate and 
full consideration, no money or money’s worth, 
they were held to be in contemplation of death. 
Strong dissenting opinions held that the mere 
wish of the decedent to reduce estate taxes 
upon eventual death, is not sufficient in the 
absence of other substantial evidence, to hold 
transfers made in contemplation of death. Est. 
of Rickenberg, 11 T.C., No. 1, July 7th. 


Alien decedent held resident for estate tax 
purposes. Decedent, a manufacturer of air- 
planes, came to United States from Holland 
and established a domicile in the United States 
about 1926 or 1927. From that time until his 
death, in New York, in 1939, the decedent main- 
tained an American home staffed with serv- 
ants. The nature and scope of his business, 
however, was such that his physical occupancy 
of his American home was of short duration. 
In 1934, he purchased a chalet in Saint Moritz, 
Switzerland, and thereafter, spent considerable 
time there. He used it a great deal for enter- 
taining relatives, friends, business associates, 
government and airline officials. He repeatedly 
and without exception, stated under oath to 
immigration officials that his residence was in 
New York or New Jersey, in order to secure 
permits to re-enter this country. Upon his 
death, executor claimed decedent was non- 
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resident alien and reported an estate of $1,340,- 
000. Commissioner determined decedent was a 
resident of the United States and entire estate 
taxable. Deficiency in excess of $1,250,000 re- 
sulted. 

HELD: Decedent died a resident of United 
States and entire estate subject to Federal 
estate tax. Although executor contended that 
it was decedent’s intention to abandon his 
domicile here when he acquired the home in 
Switzerland, the facts of record indicated a 
contrary intention. He always maintained a 
residence here to which he could and did con- 
tinually return. His absence from the United 
States were temporary and purely for business 
reasons. There was no intention to abandon 
the domicile he had long since established in 
this country. Est. of G. Fokker v. Comm., 10 
T.C. No. 160, June 29. 


Notice of estate tax deficiency sent after 
change of address. Executrix filed federal es- 
tate tax return on June 8, 1943, giving address 
as 280 Park Avenue, New York City. On Sep- 
tember 1, 1943, she moved to 142 Chestnut 
Street, Boston. In 1944 executrix filed an affi- 
davit in connection with the return, in which 
she stated, among other things, that she re- 
sided at 142 Chestnut Street, Boston. On June 
6, 1946, Commissioner mailed deficiency notice 
to executrix at New York address, which 
notice was returned marked “Not Found.” On 
July 1, 1946, deficiency notice was delivered 
in person to attorney for estate, to whom exe- 
cutrix had given power of attorney. On August 
30, 1946, executrix filed petition with Tax 
Court alleging that deficiency was erroneous, 
and as a separate defense, that the notice was 
not sent within the three year limitation pe- 
riod, and was, therefore, barred. 


HELD: Notice not defective so as to deprive 
Tax Court of jurisdiction. Although executrix 
gave Commissioner her new address in an affi- 
davit which she had furnished in connection 
with the administration of the estate, she did 
not make it clear that she wished afl commun- 
nications regarding the estate sent to her at 
her new address. Only if she had done so and 
the Commissioner had sent the notice to the 
old address would she have been in a position 
to prevail in her claims. Moreover, the execu- 
trix filed a petition with the Tax Court in 
time and it has been held that the timely filing 
of a petition cures a defect such as the one 
alleged. Est. of Clark v. Comm., 10 TC-No. 
141. June 14. 


Transfer not in contemplation of death. On 
December 8, 1941, the decedent at the age of 
65 established an irrevocable trust of $100,000 
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for the benefit of her granddaughter, who re- 
sided in England. Trust was created chiefly be- 
cause of her great apprehension and fear that 
the Germans would defeat Russian and then 
invade and destroy England. She wanted to 
insure her granddaughter’s protection through 
a trust fund in the United States where it 
could not be confiscated or impaired by either 
the Germans or the British. On June 7, 1941, 
decedent made a will, leaving everything to 
her son for life, and thereafter to his children. 
Decedent died August 19, 1948. Commissioner 
determined that the transfer in trust was made 
in contemplation of death. Tax Court overruled 
Commissioner. 


HELD: Facts of case prove unsoundness of 
Commissioner’s contention. Decedent had been 
in excellent health and up to the time of her 
death devoted herself to the pursuit of pleas- 
ure, entertainment and diversion. Although she 
consulted her physician for routine examin- 
ations and check-ups, the physician found her 
health to be excellent. Such medical advice 
was sought because she was anxious to pre- 
serve her appearance and be in the very best 
possible health. These facts and the reason 
given by her at the time trust was created, 
namely, fear of invasion of England by Ger- 
many, were sufficient to show that the transfer 
in trust was not made in contemplation of 
death. Est. of Schmucker v. Comm., 10 TC-No. 
158, June 28. 


Charitable deduction. where possibility of in- 
vasion of corpus remote. Decedent’s will cre- 
ated trust for benefit of his wife for life, with 
remainder over to a named charitable organ- 
ization. He also provided that if “by reason of 
accident, illness or other cause” his wife re- 
quired funds for treatments, the court having 
jurisdiction of the trust might authorize the 
trustee to pay the wife such portion of the 
trust fund “as the court deems advisable,” not 
exceeding the sum of $5,000 in any one year. 
Widow had separate estate of $300,000, the 
income from which averaged about $10,000 per 
year. At decedent’s death, a deduction was 
taken on estate tax return for the value of 
the remainder interest passing to charity. Com- 
missioner disallowed deduction. Estate paid 
the additional tax due and brought suit for 
refund. Refund granted. 


HELD: Affirmed. The condition requirjng the 
widow to make application to the court, show- 
ing that she needed funds, was not sufficient 
to cause a disallowance of the charitable de- 
duction. The possibility of the charity not tak- 
ing the trust principal was so remote as to 
be negligible, in view of the size of the 
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widow’s separate estate. Her property amount- 
ed to $300,000 and with assets of that amount 
it was inconceivable that the court would 
permit an invasion of the principal of the 
charitable trust. Berry v. Kuhl, U.S.D.C., E.D. 
Wis., May 3. 


INCOME TAX 


Basis of allocation of depreciation between 
taxable and non-taxable beneficiaries. Testa- 
mentary trust provided for payment of one- 
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half the income to designated individuals and 
one-half to charitable organizations. Will con- 
tained no specific provision for an apportion- 
ment of depreciation respecting trust property. 
Taxpayer, who was entitled to one-fourth of 
the taxable income, allocated one-fourth of 
depreciation to his income, on theory that ex- 
pression “without limitation” in I.R.C. Sec. 
162(a) indicated that taxable income bene- 
ficiaries of a trust were entitled to the entire 
depreciation. Commissioner allocated deprecia- 
tion on basis of proportionate interest in entire 
income, namely one-eighth. Taxpayer paid de- 
ficiency and brought claim for refund. 


HELD: Claim for refund denied. Neither 
Section 23(1), provided for apportionment of 
depreciation deduction between income bene- 
ficiaries and trustee in accordance with pro- 
visions of the trust instrument, nor Section 
162(a) can be construed to give taxpayer “the 
benefit of depreciation on that part of the 
property in which he had neither a legal nor 
an equitable interest.” The words “income 
beneficiaries” as used in Section 23(1) are not 
limited to taxable-income beneficiaries. To in- 
terpret them so would result in an increased 
allowance for taxable income beneficiaries with- 
out any corresponding benefit to the charitable 
beneficiaries. Scott v. U. S.; Court of Claims, 
June 28. 


Bigamous marriage precludes return of in- 
come on community property basis. Taxpayer, 
resident of California, a community property 
state, was married in 1939. Thereafter, he re- 
ported his income for federal tax purposes on 
a community property basis. In 1944, he 
brought suit for divorce. Upon discovering 
that, at time of his marriage, his wife’s former 
husband was alive, which fact she had previ- 
ously denied, taxpayer dropped suit for divorce 
and brought annulment proceedings instead. 
Annulment was granted in 1945. Commissioner 
determined that taxpayer had tax status of a 
single man during 1943 and that his earnings 
were his separate income and reportable by 
him in full and not on a community property 
basis. 


HELD: Taxpayer showed no ground for 
treating his salary as community income. Some 
authorities hold that the innocent party to an 
invalid marriage may insist upon an equitable 
division of property, as though the marital 
community had in fact existed, and that in 
exceptional cases the bigamous spouse may sim- 
ilarly demand a share of the marital property, 
providing she innocently assumed, in good 
faith, that she was free to contract another 
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marriage. In instant case, no such facts were 
shown. Contrarily, taxpayer’s reference to 
her “fraudulent misrepresentations” presup- 
posed her guilty knowledge. Court was, there- 
fore, under no obligation to consider whether 
the authorities relied upon were applicable. 
Barr v. Comm., 10 T.C.-No. 167, June 30. 


Payments to employees’ trust. Taxpayer cor- 
poration prior to adoption of National Labor 
Relations Act, had been in the habit of ex- 
tending credit assistance to employees in need 
of financial aid because of emergencies arising 
from accidents and sickness. Accounts were 
collected through payroll deduction. National 
Labor Relations Act prohibited continuance of 
this policy. Company, therefore, was no longer 
allowed to collect amounts through payroll de- 
ductions. Because of this, Company established 
a trust known as Steel’s Mills Foundation, for 
purpose of perpetuating its established policy 
and to provide means for caring for individual 
needs of employees in case of accident or sick- 
ness. In 1941 Corporation transferred cash and 
bonds to the trustee of Foundation. Deduction 
was taken on tax return as constituting “or- 
dinary and necessary” expenses. Commissioner 
disallowed, and asserted deficiency. Taxpayer 
paid tax, and brought suit for refund. 


HELD: Refund granted. Payment to trustee 
was deductible as an ordinary and necessary 
expense within I.R.C. Sec. 23 (a). (This de- 
cision follows the Circuit Court decision in 
Lincoln Electric Company, 163 F. (2d) 379, 
which overruled a previous Tax Court decision. 
In spite of being overruled in the Lincoln case, 
however, the Tax Court, in Roberts Filter 
Manufacturing Co., 10 T. C. No. 5, refused to 
follow the Circuit Court and adhered to its 
original position that no deduction was allow- 
able.) Steele’s Mills v. Robertson, U. S. D. C., 
No. Car., June 14. 


REVENUE BUREAU RULING 


Apportionment of gain from sale of real 
property between life tenant and remainder- 
man. Real property is devised to widow for life 
with remainder over to son. Some years later, 
property is sold for a lump sum price in excess 
of the fair market value at date of decedent’s 
death. Following question is raised: How is 
gain to be apportioned between life tenant and 
remainderman? 

Under new ruling, the age of the life tenant 
at the time of the sale, rather than at the time 
of death, determines the factor to be used in 
arriving at value of respective interests. I. T. 
3911; 1948-13-12827 (p. 4). 
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NOTES ON CURRENT LITERATURE 


Books 


Estate Planning and Estate Tax Saving 


EDWARD N. POLISHER. Geo. T. Bisel Co., Philadel- 

phia. 2 vols. $20. 

Estate planning has been too commonly re- 
garded as constituting the mere function of 
the shaping of one’s property holdings to the 
end that sufficient liquidity would exist at death 
to meet federal estate tax and other mandatory 
estate requirements. This idea comprises but 
a partial approach to the over-all problem. 
It blissfully ignores the fact that the person 
whose estate is being planned is a living indi- 
vidual, a vital human being enjoying life as 
he goes and possessed of a capacity to derive 
even greater pleasure with the members of his 
family in the years that lie before him. 

In this two volume set Mr. Polisher, prom- 
inent member of the Philadelphia Bar, who has 
done considerable work in the field of estate 
planning, recognizes the foregoing thoughts. 
It is because his treatment of the subject takes 
cognizance of the respective life expectancies 
of the individuals concerned that his text can 
be considered to be an invaluable contribution 
to the field of estate planning. 


Mr. Polisher’s work is a comprehensive one. 
It touches upon many phases of estate plan- 
ning. These volumes should form a part of 
the library of any professional man who en- 
deavors to advise his clients with respect to 
matters so serious as the re-shaping of proper- 
ty holdings, the blueprinting for both their 
continued ownership and their disposition, and 
the re-arranging of affairs going to the very 
root of the happiness of a client and his 
family. 

Reviewed by SAMUEL J. FOOSANER 


Tax Planning for Husbands and Wives 
96 pp. $1. 


Commerce Clearing House, Inc., Chicago, 


This book outlines all the salient points to 
be considered when planning for income, estate 
and gift taxes of husbands and wives. A ques- 
tion and answer treatment is used followed by 
a discussion on estate planning. Many tables 
are set forth for rapid computations. 


Principles of Urban Real Estate 


ARTHUR M. WEIMER and HOMER HOYT. The 

Ronald Press Company, New York. 512 pp. $4.75. 

This revised edition follows the same pattern 
as the earlier book, serving as a text for col- 
leges and universities. Part I deals with the 
determination of value as affected by location, 
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market forces, regulations and the type of 
property right. Part II concerns itself with real 
estate administration. 


Reflections of a Revenuer 


AUBREY R. MARRS. Commerce Clearing House, Inc., 

Chicago. 160 pp. $2. 

This book is an informal visit with the Head 
of the Technical Staff of the Bureau of In- 
ternal Revenue. Its chapters include The 
Prejudice Against Taxes, The Approach is the 
Thing, and Tax Avoidance Under the Law. 


Encyclopedia of Incorporating Forms 


Prentice-Hall, Inc., New York. 1166 pp. $12.50. 


This publication covers the field of agree- 
ments from prior to incorporation to comple- 
tion of the organization records. There are 
pages of specific purpose clauses, capital stock 
clauses with preferences, redemptions, conver- 
sions and elaborate by-laws. It will be excep- 
tionally useful to the attorney provided, how- 
ever, that he keep in mind the statutes of the 
particular state of incorporation. 


ARTICLES 


Undeveloped Field for New Business 


Trust Bulletin, June. 


This report of the A.B.A. Trust Division’s 
Committee on Employees’ Trusts shows that 
trust institutions apparently administer only 
about one-third of pension and profit-sharing 
plans. Observations are made on the Treasury 
Department’s report on pension and profit 
sharing plans. About 20% of the 60 million em- 
ployed in the United States are employed by 
companies having these plans. However, only 
one-third of these participate in plans. Here 
is another source of trust business, the report 
states. 


Directors’ Trust Examinations 
Trust Bulletin, June. 


In this report, the A.B.A. Trust Division’s 
Committee on Trust Department Operations 
points out that the primary purposes of di- 
rectors’ examiniations of trust departments are 
to account for assets, to review the policies of 
the department, to see that adequate safe- 
guards are in effect, to see that adequate rec- 
ords are maintained and that the accounts are 
being administered in accordance with law and 
the instrument. Suggestions for the plan of 
the examiniation are set forth. 














Ability-To-Pay Taxation Not Compatible 
With Private Property 


H. K. ALLEN. The Tax Review, June. 


If property rights are to be more than a 
fiction, principles for the distribution of the 
tax burden must be reconcilable with such 
rights. The ability-to-pay theory, if carried to 
its ultimate conclusion in the absence of legal 
protection, leads to confiscation. A liberalized 
and broadened version of the benefit theory, 
which had been the orthodox view until the 
latter part of the last century, would be the 
better substitute for our present policy. 


Appraisers of Property in Estates 
GILBERT T. STEPHENSON. Trust Bulletin, June. 


In this “Study in Trust Business” the fact 
is pointed out that some type of appraisement 
of property is an essential step in the settle- 
ment of estates. However, the various systems 
of appointing and compensating appraisers are 
not satisfactory. The systems which appear to 
be working most satisfactorily are those where 
the personal representative makes the ap- 
praisement, employing specialists and filing 
the report. It is made available to the tax 
authorities and subject to review for probate 
and tax purposes. 


Life Insurance Proceeds — Their Protec- 
tion from Taxes and Creditors 
MYRON L. GORDON. Marquette Law Review, May. 


Since life insurance proceeds are generally 
payable to persons in whom the deceased is 
primarily interested, care should be taken to 
see that the proceeds are not diminished by 
taxes and creditors. Consideration is given to 
the effects of the new tax law. More favorable 
consideration of the use of “spendthrift” pro- 
visions is suggested. 


Fiduciary Accounting Discussed 
The New York Certified Public Accountant, July. 


Current problems in fiduciary accounting are 
discussed in this series of five articles. In the 
lead article, ““A ‘New Look’ for Accountings,” 
Robert A. Jones, a Vice President of the Guar- 
anty Trust Company of New York, calls for 
greater uniformity and clarity in accounting 
reports made by fiduciaries to beneficiaries. 
Abraham J. Briloff, CPA, in an article on 
Section 124 of the New York Decedent Estate 
Law, collates all of the decisions on estate tax 
apportionment under the Section and through 

an illustrative problem, he demonstrates the 
' effects of these decisions and discusses ques- 
tions likely to arise. “Trustees’ Commissions 
Under the 1948 Law,” by Emanuel Saxe, CPA, 
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describes the new rules affecting different types 
of commissions, transition rules, special rules 
for perpetual trusts, and other points. In the 
remaining two articles, John J. Traynor, CPA, 
and Fred L. Altman, CPA, deal with recent 
developments in accounting for corpus and in- 
come, and reconstruction of missing trust 
records. 


Estate Tax Consequences of Agreements 
for Sale of Partnership Interest Effective 
at Partner’s Death 


WRIGHT MATTHEWS. Texas Law Review, June. 


This article contains a discussion of the 
attitude of the Courts in determining the value 
for estate tax purposes, of property covered 
by buy-sell agreements between partners. Re- 
striction on disposition before death, relation 
of the parties and purpose of the agreement 
are factors considered. Many agreements are 
supported by life insurance in one of three 
ways, each partner pays the premiums on the 
life of the others, each pays the premiums on 
his own life, or the partnership pays on the 
lives of all. The author concludes that the 
transaction may be handled in such manner 
as to accomplish practical benefits as well as 
incidental tax savings. 


Payroll Flexibility Through Employee 
Trusts 


GUSTAVE SIMONS. Harvard Business Review, July. 


The purpose of this article is to consider 
how employers can more easily meet the costs 
incident to providing employee security through 
pension and benefit plans. The addition of var- 
ious security benefits to pension plans has 
brought the average cost of such plans to 15% 
of the annual payrolls of many corporations 
whose net profits average only 14% of the 
payrolls. The fact of a long-term commitment 
to workers must be faced with a view toward 
revision of the law or interpretations. After 
pointing out the qualifications for an approved 
plan under Treasury Regulations, the author 
points out the advantages of a qualified secur- 
ity trust or production-security trust. 





Other Articles 


Control of Property Under the Oregon Com- 
munity-Property Act, by Alfred Harsch — 
Oregon Law Review, June. 

Analysis of the 1948 Revenue Act, by Milton 
Elrod, Jr., The Chartered Life Underwriters 
Journal, June. 

Undue Influence and Fraud in Pennsylvania 

Wills, by A. J. White Hutton, Dickinson Law 

Review, June. 
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Decisions 


Among these digests of current decisions are included reports by the following 
attorneys, for their respective jurisdictions: 


CALIFORNIA: Walter L. Nossaman—Brady & Nossaman, Los Angeles 

IOWA: Paul F. Ahlers—Stipp, Perry, Bannister, Carpenter & Ahlers, Des Moines 
MASSACHUSETTS: Guy Newhall—Attorney-at-law, Lynn 

MISSOURI: Robert Neill, Jr—Thompson, Mitchell, Thompson & Young, St. Louis 
NEW JERSEY: Samuel J. Foosaner—Counsellor-at-Law, Newark 

NEW YORK: Joseph Trachtman—Attorney-at-Law, New York City 

PENN.: E. C. Shapley Highley—Shoyer, Rosenberger, Highley & Burns, Philadelphia 


Digests of cases from MICHIGAN and OREGON were reported by members of the staff. 


The complete roster of contributing legal editors appears in January and July. 


ACCOUNTING — Appointees Estopped to 
Object to Transactions Covered by Ac- 
count Approved by Donee of Power of 
Appointment 


New York—Surrogate’s Court, New York County 
Matter of Franke, N.Y.L.J., July 17. 


The life beneficiary, who had power to ap- 
point the trust principal, approved an informal 
accounting of the trustee up to August 18, 
1944. It was recited that the life beneficiary 
and donee of the power was aware that acts, 
omissions and investments of the trustee (in- 
cluding self-dealing, imprudence and failure 
to give notice of investments in mortgage cer- 
tificates) might be objectionable; but that all 
such objections were waived. After the life 
beneficiary’s death, the trustee filed for judi- 
cial settlement an account covering the period 
beginning with August 18, 1944 and annexed 
thereto the informal account for the prior 
period, together with the instrument of ap- 
proval and release of the trustee. 

One of the persons to whom the remainder 
was appointed filed objections, challenging in- 
vestments made by the trustee in mortgage 
participation certificates issued by itself, which 
transactions were included in the informal 
accounting. The objectant argued that he could 
be estopped to do so only if the donee of the 
power had consented to investments before they 
were made, or had induced the trustee to fol- 
low a particular course of action. There was 
no charge of fraud, misrepresentation or im- 
position; but the objectant argued that the 
release resulted in a capital loss which was 
equivalent to an unauthorized assignment or 
grant of capital to that extent. . 


HELD: The appointee was estopped to ob- 
ject; he took what the donee of the power ap- 
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pointed to him subject to whatever infirmities 
were attached to it by the action of his 
benefactor. Known objections were deliber- 
ately waived by the donee of the power which 
were identical to those now urged by the ap- 
pointee. 


COMPENSATION — Executor’s Not Entitled 
to Commissions on Specific Bequests 


New York—Surrogate’s Court, Richmond County 
Matter of Dreyfus, N.Y.L.J., July 26. 


There were two bequests of 100 shares each 
of the stock of William Wrigley Jr. Company 
to two charities. The testator had 10 certificates 
for 100 shares each when she died. 


Pursuant to a compromise agreement the 
testator’s jewelry and automobile were in- 
cluded in a specific bequest of the testator’s 
“personal and household effects;” and it was 
agreed that such items be sold. In the pro- 
ceeding to settle the final accounting a con- 
struction was sought as to whether the be- 
quests were specific and as to whether the 
executors are entitled to commissions on the 
items sold. 


HELD: The bequests were specific. Mere 
possession at the date of the will of stock of 
equal or larger amount than the legacy will 
not of itself make the bequest specific; but 
slight indication of intent to give shares then 
owned is enough to do so. The court felt that 
such indication was present. 


The power to sell the items came from the 
compromise agreement, not the will, and since 
the bequest was specific under the terms of 
the will the executor was not entitled to com- 
missions thereon. The sale was not necessary 
to obtain money for the payment of charges 
against the estate. 





DISTRIBUTION — Charities — Restrictions 
on Bequests 


California—District Court of Appeals 
Estate of Randall, 86 A.C.A. 442, June 29. 


Testatrix died March 31, 1945, leaving will 
dated January 24, 1945, giving residue to two 
churches, for a charitable purpose. Testatrix’ 
property was formerly the community proper- 
ty of herself and her predeceased husband, 
Eugene. There was a surviving heir, a brother, 
of the deceased husband. Decedent also left a 
brother and two nephews, children of a pre- 
deceased sister. Probate Court first distributed 
to the two charities % of the net estate. Re- 
maining %rds was then divided half and half 
between testatrix’ relatives and the charities. 
The relatives appealed. 


HELD: Affirmed. Brother of deceased hus- 
band not being a “spouse, brother, sister, 
nephew, niece, descendant or ancestor” of the 
testatrix (these being the classes of heirs pro- 
tected by Section 41 of Probate Code against 
excess gifts to charities) was not entitled to 
share in the estate, although in absence of a 
will he would as heir of deceased husband have 
taken one-half of the estate under Probate 
Code Section 228. Since the brother and two 
nephews of testatrix took, under Section 41, 
only if and to the extent they would have 
taken the property but for the gifts to charity, 
and since except for the gifts to charity they 
would have taken only one-half, not the whole, 
it follows that they can.complain of the excess 
gifts to charity only to the extent of one-half. 


DISTRIBUTION — Children’s Children In- 
cludes Great Grandchildren 


Pennsylvania—Supreme Court 
Clark Estate, 359 Pa. 411. 


In this case, the Court decided that the 
words “child or children of those of my chil- 
dren who may then be dead,” taken in connec- 
tion with the phrase, “per stirpes, that is, they 
shall take by representation of their parents, 
respectively, and not per capita,” includes 
great grandchildren of testator, since the per 
stirpital distribution indicates testator was 
obviously thinking of his descendants as they 
stemmed from his children. 


DISTRIBUTION — Treatment of Benefici- 
ary’s Note Determined at Termination 
of Trust 


California—District Court of Appeals 
Estate of Munson, 86 A.C.A. 70, June 8. 


Munson created trust to pay Maude $125 
per month for life and to pay balance of in- 
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come to Edward and Harry Munson, sons of 
testator, during Maude’s life. If Edward or 
Harry died prior to Maude, income to which 
deceased son would have been entitled should 
be paid to the heirs at law of deceased son 
living at testator’s death. On death of Maude 
principal was to be divided equally between 
Edward and Harry, the heirs at law of a de- 
ceased son to take their ancestor’s share. Ed- 
ward died subsequent to decree of distribu- 
tion, leaving two sons and two daughters, 
Maude being still alive. Included in trust 
estate was a note for $23,500 executed by Ed- 
ward, which trustee considered worthless and 
in an accounting asked court’s permission to 
charge off. Harry objected, contending the in- 
debtedness should be carried as an asset until 
termination of trust, at which time the share 
to be received by heirs of Edward should be 
charged with it. Court settled the account, de- 
nied permission to trustee to charge off balance 
of note, and ordered trustee to carry it as an 
asset until termination of trust. Present peti- 
tion was filed by Harry to have it determined 
that balance due on note was a charge against 
Edward’s successors in interest both as to 
principal and income. Court denied the peti- 
tion for lack of jurisdiction. 


HELD: Affirmed. The court had jurisdiction 
to determine during the administration of the 
trust whether note should be charged against 
Edward’s successors in interest. (As to this, 
query? Such determination would seem to be 
premature, unless interim rights to income 
affected.) It was proper however, to reserve 
determination until close of the trust. The 
Probate Court’s prior order so reserving de- 
termination of the matter was res adjudicata, 
present petition being a collateral attack on 
the former order. 


EXPENSES — Nonresident Administrator 
Taxable for Costs as Losing Party Plain- 
tiff 

New Jersey—Supreme Court 

Loftus v. Public Service Interstate Transportation Co., 

59 A (2d) 652. 

Jane Ronan brought an action for personal 
injuries suffered in New Jersey. Thereafter 
she died and an amended complaint was filed 
by an administratrix appointed in Pennsyl- 
vania. At the close of the case plaintiff was 
non-suited and the defendant now requests an 
order taxing costs. R.S. 2:27-381, N.J.S.A. 
provides for taxation of costs when a plaintiff 
is nonsuited except where he is an executor 
or administrator. R.S. 3:13-7 N.J.S.A. permits 
a non-resident administrator to prosecute ac- 
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tions in New Jersey and further provides that 
security for costs may be required. 


HELD: Plaintiff is taxable for costs. The 
right to costs is a creature of statute. Prior 
to the enactment of R.S. 3:13-7 a foreign 
administrator could not prosecute an action 
and, therefore, was not included in R.S. 2:27- 
381. The requirement for the filing of security 
by a non-resident would be meaningless if 
costs could not be taxed against him. 


JURISDICTION —- Court May Determine 
Ownership of Trust Where Interested 
Party is a Non-Resident 


Massachusetts—Supreme Judicial Court 
Gulda v. Second National Bank of Boston, 1948 A.S. 


763. 

X, a resident of Lima, Peru, created a trust 
of which the respondent bank was the suc- 
cessor trustee since X’s death. X had a minor 
daughter, L, in Lima, who might become en- 
titled to all or part of the estate on the 
termination of the trust. P, the mother of X, 
and a resident of California, brought an 
equity suit in the Superior Court to set aside 
the trust, claiming the trust property, which 
was in Boston, as her own and that the trust 
was set up without her knowledge or consent. 
L, although a non-resident, was personally 
served with notice in Lima under Rule 14 of 
the Superior Court, and on the petition of 
her mother a guardian ad litem was appointed 
for her. An injunction was issued restraining 
the bank as trustee from alienating any of the 
trust property. The bank filed a plea contest- 
ing jurisdiction because of the non-resident 
minor. 


HELD: The court had jurisdiction. While 
the action was not strictly in rem, it was 
quasi in rem, since it involved the ownership 
of property located here. No personal judgment 
was sought against the minor, but merely an 
adjudication as to ownership. The injunction 
against the bank was a sufficient seizure of 
the property to give jurisdiction to determine 
the rights of claimants in this specific proper- 
ty. It is analogous to an attachment of the 
property of a non-resident in an action at 
law. 


LIFE TENANT & REMAINDERMAN — Words 
“Subject To” Apply in Absence of Con- 
trary Intent 


Iowa—Supreme Court 
In re Ritter’s Estate, 32 N.W. (2d) 666. 


Testatrix directed payment of all just debts, 
expenses of last illness, burial and administra- 
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tion, and “. . . subject to the payment of my 
debts as above set forth” a life estate in a resi- 
dence property was devised to one, Minne Mc- 
Creary, and at Minnie McCreary’s death, the 
residence was to be sold and the proceeds di- 
vided between seven other parties. The residue 
was to be divided among ten residuary .bene- 
ficiaries. The executor was authorized to sell 
and convey real and personal property, “but 
he shall not sell during the lifetime of Minnie 
McCreary, the property which I have given 
her a life estate.” The question was whether 
the direction that the residence property was 
devised “subject to the payment of my debts” 
required the executor to pay such debts from 
the proceeds from the sale of the residence. 

HELD: The debts and costs of administra- 
tion should be paid from the residue of the 
estate notwithstanding the provision that the 
residence property was devised subject to the 
payment of testatrix’s debts. The rule regard- 
ing phrases such as “subject to,” “charged 
with,” etc., only apply where there is an ab- 
sence of anything indicating.a contrary in- 
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tention and the instruction that the executor 
should not sell the residence during the lifetime 
of Minnie McCreary was controlling. 


LivinGc Trusts — Reversion Could Be Re- 
voked Without Consent of Alternate 
Beneficiary 

New York—cCourt of Appeals 
New York Trust Company v. Weaver, 298 N.Y. 1. 


Income of an inter vivos trust was payable 
to the settlor’s wife until her death or re- 
marriage, whereupon the principal was pay- 
able to the settlor if he were then living; and 
if the settlor were then deceased the income 
became payable to the settlor’s son during his 
life with remainders over. About a year after 
the date of the trust agreement the settlor and 
his wife (his son then being a minor) made 
a second agreement whereby the reversionary 
interest of the settlor was revoked, and in 
substitution therefor it was provided that on 
the death or remarriage of the settlor’s wife 
the income should be payable to the settlor’s 
son for his life if the settlor were then de- 
ceased; or if the settlor were then living, that 
one-half of the income be paid to the settlor 
and the other one-half to the settlor’s son, 
with all of the income payable to the settlor’s 
son after the death of the settlor. The settlor 
survived his wife and thereafter one-half of 
the income was paid to the settlor and the 
other half to his son until the settlor’s death. 


HELD: The second instrument merely dis- 
posed of the settlor’s reversion and did not 
revoke any provisions of the first instrument 
in favor of persons other than the settlor. 
Settlor could dispose of his reversion as he 
would any other type of estate without any- 
one’s consent. 


Because the second instrument made pro- 
vision merely for the disposition of the set- 
tlor’s reversion, it was not necessary to read 
the two instruments together as a single in- 
strument in determining the number of lives 
which measured the trusts. Considered separ- 
ately, the two instruments did not bring about 
a postponement of vesting beyond the per- 
missible two lives in being under the New York 
rule against perpetuities. 


Powers — Appointment — Title Passed 
to Trustee Upon Exercise of Power 


Pennsylvania—Supreme Court 
Cameron v. Kranich, 359 Pa. 472. 


Testator devised real estate to his niece for 
life with power of appointment by will. Niece 
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exercised the power and blended the appointed 
estate with her son. She gave the residue of 
her estate after the death or remarriage of her 
husband to trustee, in trust, to erect a home 
in memory of testator to maintain worthy 
indigent persons, preference being given to 
relatives of testator. Niece’s husband prede- 
ceased her. 

At the accounting by the niece’s executor in 
1938, her personal estate was awarded to the 
only existing trustee for the uses and pur- 
poses of her will. The assets were inadequate 
for the purpose, and the trustee never estab- 
lished the memorial home. Testator’s and 
niece’s next of kin brought ejectment against 
the trustee and his lessees, urging that the 
appointment by the niece was invalid (for 
indefiniteness) and, therefore, the title to 
testator’s real estate was vested in plaintiffs. 
The lower courts entered judgments for de- 
fendants. Plaintiffs appealed. 


HELD: Affirmed. Title to testator’s real es- 
tate passed to the trustee by the power of 
appointment. If the object of the trust has 
proven to be impossible of performance, the 
Orphans’ Court, which awarded the personal 
estate to the trustee, may determine whether 
the assets should be applied under the doc- 
trine of cy pres. 


PowErRS — Limitations — Assignment of 
Income by Beneficiary to Trustee Held 
Valid 


Pennsylvania—Supreme Court 
Widmyer Trust, 359 Pa. 396. 


Settlor created a trust which provided for 
the payment of $100 a month to settlor, and 
if the income was insufficient for this purpose, 
the trustees were empowered in their discre- 
tion to invade principal. During settlor’s last 
illness, trustee paid settlor $2000 from the 
fund which settlor gave to trustee for latter’s 
individual use, and settlor also assigned to 
trustee individually the back payments due 
under the $100 a month provision which 
amounted to $9456. The income was insuf- 
ficient to make such payments. 

It was agreed that settlor was entirely 
competent at the time of these transactions. 
Settlor’s will, dated 18 months previously, left 
everything to the trustee in his individual 
capacity. Trustee filed an account, and the 
lower court awarded the entire balance of prin- 
cipal to trustee individually in payment of 
the assigned claim. The remaindermen appeal- 
ed, contending that the trust was discretionary, 
and settlor had no assignable interest, and 
that trustee abused his discretion in paying 
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out $2000 of principal actually for his own 
benefit. 


HELD: Affirmed. A mandatory duty to pay 
the $100 a month was created. Merely the time 
and manner of payments from principal were 
made discretionary, and settlor, therefore, had 
an assignable interest. Since a definite part of 
the principal was thus given to the settlor un- 
conditionally and only the time and manner 
of payment were discretionary, there was no 
abuse of discretion in paying out $2000 of 
principal on the direction of settlor on account 
of arrears long overdue. 


POWERS — Limitations — Proxies to 
Third Persons — Direction of Settlor — 
Validity 


Pennsylvania—Supreme Court 


Edson v. Norristown-Penn Trust Co., 359 Pa. 386. 


In 1930, settlor established an irrevocable 
trust of shares of stock in a corporation in 
which her father had previously owned all 
of the stock. The father had given the shares 
to settlor and a like number to his wife, his 
three sons, and another daughter. The trust 
required the trustee from time to time to give 
proxies to vote the shares to the President or 
Vice President of the corporation at any gen- 
eral or special meeting of the corporation. 
Other members of the family established trusts 
of their shares, containing the same require- 
ment, the recited purpose being to continue 
family control and management. Settlor’s 
father continued as President until 1933 and 
was succeeded by settlor’s brother, who is still 
in office. Regularly the trustee gave the re- 
quired proxy. In 1947, settlor filed a Bill in 
Equity, averring, inter alia, that the proxy 
provision was contrary to public policy, 
amounting to a perpetual proxy. The lower 
Court dismissed the bill on the ground that 
the proxy clause was valid and because of 
laches. Settlor appealed. 


HELD: Affirmed. The proxy clause was 
valid and binding and designed to effectuate a 
clearly expressed intention to keep manage- 
ment and control of a thriving, prosperous, 
and growing enterprise within the immediate 
family. By the terms of a trust, it may be pro- 
vided that trustee shall vote as directed by 
settlor or by a beneficiary or by a third person. 
Settlor never gave to trustee the right to 
vote the stock, and trustee thus did not have 
a complete and unqualified ownership of the 
shares. The separation of voting power and 
ownership is not contrary to public policy. 
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PoweErs — Limitations — Trustee Cannot 
Litigate Claims Between Beneficiaries 


California—District Court of Appeals 
Estate of Ferrall, 86 A.C.A. 108, June 9. 


Ferrall’s testamentary trust provided for 
paying the income to Faye F. Hamilton to- 
gether with such of principal as trustees might 
find necessary for her needs, etc. If Faye sur- 
vived her husband Alex, she was to take the 
trust estate. Apparently if she died before 
Alex, the property would go to George, son of 
testator, and three grandchildren. Faye peti- 
tioned Probate Court for order requiring trus- 
tees to pay her certain moneys out of prin- 
cipal and $450 a month for her support. Court 
ordered the trustees to pay her $400 per month 
from income and principal until further order 
of the court. Trustees appealed. 


HELD: Dismissed. The trustees as such are 
indifferent parties and cannot litigate the 
claim of one or all claimants against claims 
of others. An exception is where trustees may 
become subject to personal liability through 
compliance with the order “or where they have 
a duty to appeal to protect the estate which 
they represent.” : 
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NOTE: Here again, as in the recently re- 
ported case of Estate of Kessler, 189 P. 2d 79 
(Cal. App., 1948), it seems that the court has 
construed the duty and obligation of trustees 
altogether too narrowly respecting their duty 
to protect the trust. In this case there was a 
presumptive remainderman, George, and ap- 
parently the grandchildren of the testator, who 
might have appealed. However, the question 
before the court was the preservation of the 
trust and it seems this primary duty of the 
trustees should not be dependent upon whether 
there are other persons who might appeal. 


TAXATION — Estate & Inheritance — Op- 
tional Valuation — Date Determines 
Value for Purpose of Fixing Federal Es- 
tate Tax Deduction 


California—District Court of Appeals 
Estate of Slack, 86 A.C.A. 53, June 8. 


Revenue and Taxation Code Section 13989 
provides that any amount due federal govern- 
ment as estate tax is deductible for state in- 
heritance tax purposes, the deduction being 
limited to the federal tax levied in respect of 
that portion of decedent’s property which is 
subject both to state and federal tax. Values 
fixed by State Controller are to govern. 


In the Slack estate, executors used optional 
valuation date, one year after death, permitted 
by federal statute. The question was whether 
federal estate tax deduction should be that 
actually paid based on optional valuation date, 
or that based on valuation of estate at date 
of death, which valuation was considerably 
higher. 

HELD: Optional valuation date governed. 
Case is regarded as one of first impression both 
in California and elsewhere. 


Powers — Limitations — Trustee Re- 
lieved of Duty of Compliance Where 
Direction Virtually Impossible — Cy 
Pres Applied 


New Jersey—Court of Chancery 

Wilber v. Asbury Park National Bank & Trust Co., 

59 A. (2d) 570. 

Testator’s will directed that $15,000 be ex- 
pended by the trustee for the typing, editing 
and distributing of what testator called his 
“Random Scientific Notes Seeking the Essen- 
tials in Place and Space,” which comprised 
several volumes of loose-leaf typed notes. Care- 
ful and thorough investigation and elicitation 
of scientific opinion satisfied the trustee that 
such an expenditure would serve “no useful 
purposes,” and would be “a waste of money;” 
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that the notes were “irrational, meaningless 
and of no value whatsoever.” Trustee therefore 
sought construction of the will and instruc- 
tions from the Court with respect to the direc- 
tion therein contained. 


HELD: Where it clearly appears that ex- 
penditure of substantial sums of money pur- 
suant to direction in testator’s will would con- 
stitute a waste of money, and that so-called 
scientific notes are in fact “irrational, unin- 
telligible, of on scientific or other value,” the 
trustee will be instructed not to undertake out- 
lays for this purpose. 


Since a general charitable interest is infer- 
able from a consideration of the entire will, 
and testator’s notes reveal an interest in re- 
search pertaining to science and philosophy, 
the cy pres doctrine will be applied, and the 
principal of the trust, which might otherwise. 
fail, will be ordered paid over to Princeton 
University “to invest and reinvest the principal 
and to use the income in some fitting manner” 
for scientific and philosophical research in its 
Department of Philosophy. 


TAXATION — Estate & Inheritance — New 
York Estate Tax Valuation Fixed by 
Stock Purchase Agreement Controls 


New York—Surrogate’s Court, Monroe County 
Matter of Miller, 79 N.Y.S. (2d) 372. 


Decedent and the other two stockholders 
agreed that on the death of the one who died 
first, his executor must sell and the survivors 
must each buy one-half the decedent’s stock 
for $104.50 per share. By unanimous agree- 
ment the parties could change the price at 
any time. The decedent had had a heart at- 
tack a considerable time before the date of 
the agreement. Although he was apparently 
in good health on that date, he died two days 
later. The Tax Commission valued the stock 
for New York estate tax at $128.34 per share 
on the basis of the corporation’s balance sheets 
and profit and loss statements. It asserted 
that the price fixed by the agreement did not 
control because it amounted to a gift in con- 
templation of death, if not a subterfuge. 


HELD: The price fixed by the agreement 
controls. The agreement was made in good 
faith, for the mutual protection of the parties, 
without intent to defraud in respect of estate 
taxes, and was not made in contemplation of 
death. Formulae for valuing closely held stock 
are inapplicable when its actual value has been 
fixed by a bona fide contract. 


NOTE: The report does not show what was 
the relationship of the parties nor whether 
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they could freely sell or dispose otherwise of 
their shares during their lives. See Gutkin and 
Beck, Restrictive Stock Agreements and Estate 
Tax Minimization (1947) 25 Taxes 413; Cohen, 
Restrictive Agreements for Purchase of Stock; 
Effect on Estate and Gift Tax Valuations, 
N.Y.U. Institute on Federal Taxation, 54 (5th 
Annual 1947) 17 N.Y.C.P.A. 162 (1947). 


WILLs — Construction — Excess Net In- 
come of Trust Should Be Distributed 


Missouri—Supreme Court 

Cockrell v. First National Bank of Kansas City, 211 

S.W. (2d) 475. 

Testator left an estate of about $600,000 in 
trust, with directions that $500 a month be 
paid from the net income derived therefrom 
to his widow for her life or until she remar- 
ried, with power in the trustees to encroach 
upon income or principal for her benefit. The 
will provided that upon the death or remar- 
riage of the widow “the net income *** then 
accrued or accumulated and then undistri- 
buted” was to be paid to named persons who 
were thereafter to receive the net income un- 
til the trust terminated. 


In this construction suit by the beneficiaries 
the question involved was what distribution 
should be made of the excess annual net in- 
come. The plaintiffs, who were upheld con- 
tended that the excess net income should be 
disbursed, while the defendant trustee took 
the position that it should be accumulated until 
the death or remarriage of the widow. 


HELD: The excess net income should be dis- 
tributed. Any other conclusion would result 
in the possibility that a brother of the testator 
who was to receive no compensation for act- 
ing as co-trustee as he had been provided for, 
might receive *nothing from the estate. The 
construction which the Court adopted gave 
effect to all clauses of the will, whereas any 
other construction would modify, destroy or 
disregard one or more clauses of the will. 


WILLS — Probate — Hospital Records 
Made Subsequent to Execution of Will 
Inadmissible to Prove Incapacity 


Michigan—Supreme Court 
In re Nickel’s Estate, 32 N.W. (2d) 733. 


Testator, well on in years, executed a will 
which revoked provisions made in a prior will 
benefitting one of the contestants. During pro- 
bate evidence was admitted to show that 
testator had become untidy and forgetful and 
that 18 months after execution of the later 
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will he was committed to an institution as a 
senile dementia patient. On the issue of testa- 
mentary capacity, the hospital records and 
notes of the nurse were excluded. 


HELD: Affirmed. Admissibility of testimony 
as to events subsequent to the execution of the 
will is within the discretion of the court. The 
mere fact that the testator was committed 18 
months after execution of the will does not 
prove in itself that he lacked testamentary 
capacity. Nor does the fact that he had the 
usual infirmities of age support a case for the 
jury. 


WILLs — Probate — Statutory Revocation 
of Will by Subsequent Marriage De- 
clared Absolute 


Oregon—Supreme Court 
In re Shepherd’s Estate, 194 P. (2d) 425. 


An action was brought by the sister of the 
deceased to revoke letters of administration 
issued to husband of deceased and to have 
herself appointed executrix of a purported will. 
The will was executed on August 20 and de- 
ceased married on September 3. Her will pro- 
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vided that if she married, husband was to get 
one-half of the 60 acres owned by her. No par- 
ticular person was named in the will as the 
intended husband. 


Section 18-301, O.C.L.A. provides that a 
will shall be deemed revoked by the subse- 
quent marriage of the testator. The court held 
that the will had been revoked by the marriage 
and dismissed the proceeding. 


HELD: Affirmed. The statutory mandate of 
revocation by subsequent marriage is absolute 
and not merely presumptive. 
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THE First NATIONAL BANK OF CHICAGO was 
recently appointed by Judge William F. Waugh 
of the Probate Court, to act as administrator 
of the $550,000 estate of Miss Eglantine Daisy 
Stewart, daughter of William Stewart, one of 
Chicago’s early settlers. Her brother Graeme 
Stewart was president of the Chicago Board 
of Education and one-time Republican candi- 
date for Mayor of Chicago. There being no 
will, the estate will be distributed among three 
nieces, three nephews, two grandnieces and 
one grandnephew. 


OTHER ADVERTISERS 


Advertising 


NM See a _._.125 


Appraisers & Auctioneers—General 
American Appraisal Co. 
Meredith Galleries _ ee. 
Parke-Bernet Galleries, oie Joi. to ee 


Bock & Service Publishers 
meee Teens Cea, 


Business Opportunities 
Box 1242 


Coin Appraisers and Buyers 
Stack’s Coin Co. 


Corporations 
United States Steel Corp. 


Financial Services 


Aetna Industrial Corp. —..--..... 101 


Insurance 
Connecticut General Life Insurance Co... 9 


Jewelry Appraisers and Buyers 
Bis III CIN ia ectesecncdiennccdicecteementeameasete 121 
Van Cleef & Arpels 
Harry Winston, Inc. —____________-- Back Cover 


Investment Securities & Services 
Distributers. Group, Inc. ———__.________.: 108 
. V. Seen6 CO. 123 
Scudder, Stevens & Clark Fund, Inc 
U. S. Savings Bonds 
H. C. Wainwright & Co. —_____. - 108 


Real Estate Brokers 
Ray N. Brinkman 


TRUSTS and ESTATES 





